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TAXES AND INDUSTRIAL LOCATION IN THE 
NEW YORK METROPOLITAN REGION f 


ALAN K. CAMPBELL * 


N industrialist searching for a site 

in the New York Metropolitan 
Region and in a mood to investigate tax 
conditions is like an explorer in a 7,000 
square-mile jungle. The jungle abounds 
with tax growths in a startling variety 
of shapes, sizes, and combinations. It 
stretches northwest to brush the Penn- 
sylvania border, north beyond Pough- 
keepsie, northeast beyond Bridgeport, 
east to the far tip of Long Island, south 
to below Asbury Park, and west almost 
to the Delaware River.’ It straddles 


+ This report was prepared in connection with, and 
was supported by the New York Metropolitan Region 
Study. The New York Metropolitan Region Study is 
being undertaken by the Graduate School of Public 
Administration of Harvard Uniwersity for the Re- 
gional Plan Association, Inc., and is financed by the 
Ford Foundation and the Rockefeller Brothers Fund. 

Raymond Vernon, Director of the New York 
Metropolitan Region Study, provided invaluable guid- 
ance and assistance in the preparation of this report. 
William Clark of the Hofstra Bureau of Business Re- 
search assisted in the interviewing and provided 
technical help. 


* The author is chairman of the Political Science 
Department at Hofstra College. 


1The Region, for purposes of the New York 
Metropolitan Region Study, comprises the following 
22 counties: New York State—Kings, Queens, New 
York, Bronx, Richmond, Nassau, Suffolk, Westchester, 
Rockland, Orange, Putnam, and Dutchess; New Jer- 
sey—Hudson, Essex, Union, Bergen, Passaic, Morris, 
Somerset, Middlesex and Monmouth; Connecticut— 
Fairfield. Total land area: 6,907 square miles. 


three states having three very different 
taxing systems. Indeed, the Hudson, 
where it washes down between New 
Jersey and New York, separates tax 
structures which are as noticeably con- 
trasting, perhaps, as any two in the na- 
tion. In the nine New Jersey counties 
of the Region a manufacturer’s taxes are 
based predominantly on his property, 
not only his land and buildings but also 
his “ personal property,” including ma- 
chinery and inventories. New Jersey has 
just this year added a corporate income 
tax but at a considerably lower rate than 
New York’s. In the twelve New York 
counties, on the other hand, manufac- 
turers pay no tax on personal property, 
but they pay a corporate income tax to 
the state. In New York City they pay 
an additional tax on their gross receipts, 
thereby giving the central city a cor- 
porate tax structure that has no counter- 
part in any of its suburbs. In the one 
Connecticut county of the Region the 
taxing system is different still, combin- 
ing elements found in New Jersey and 
New York. And to mention those ma- 
jor systems hardly begins to penetrate 
the jungle, for the suburbs and small 
cities vary considerably in their tax 
rates. 
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We shall see that it is not at all un- 
common for a community to differ more 
widely from its nearby neighbor than it 
does from most communities across the 
state line. 

Given such a diversity of state and 
local tax environments, how heavily and 
in what directions does taxation influ- 
ence the locational decisions of indus- 
trial firms within the Region? This 
paper is an attempt to measure that in- 
fluence. The field is treacherous and 
largely uncharted. The task requires 
the assembling of hitherto uncollected 
data on local tax variations. The re- 
sults cannot be precise or conclusive. 
But the attempt is a necessary part of 
understanding the past and future eco- 
nomic shape of the Region. 


Complexity of Locational Choice 


It should be said instantly that many 


locational decisions are made with 
scarcely a sidelong glance in the direc- 
tion of taxes. In other papers prepared 
in the New York Metropolitan Region 
Study the complexity of the process by 
which an industrial firm chooses a lo- 
cation has been repeatedly stressed. The 
choice is sometimes rational and articu- 
lated, sometimes not. To the extent 
that it is based on rational calculations, 
the businessman is concerned not only 
with holding down his costs but also 
with increasing his revenue. His goal, 
in fact, is the largest margin between 
cost and revenue that his ingenuity can 
create. 

Therefore many enterprises, to main- 
tain their revenue, have no choice but 
to take their taxes as they find them. 
To illustrate, so long as Manhattan is 
landlord to the headquarters of the na- 
tion’s major corporations, the financial, 
legal, advertising, and management in- 
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stitutions serving those giants cannot 
pack up and move. So long as Man- 
hattan remains the high-style showroom 
center of America, not many individual 
showrooms of high-style products can 
seriously consider going elsewhere. The 
need to be where the business is—to 
maintain revenue—transcends not only 
taxes but also every other consideration. 

Even in cases where revenue would 
not fluctuate very much from one loca- 
tion to the next, as in many kinds of 
manufacturing and warehousing, the 
businessman has more than taxation to 
consider. He is still bound to keep his 
eye on variations in other costs. He 
has to bear in mind that such items as 
labor, transportation, and rent, some- 
times vary in the opposite direction from 
taxes and might, in a given location, 
wipe out the tax advantages which 
beckon him on. Toward the eastern 
end of Long Island, for example, tax 
rates tend to be low but transport costs 
for processors of bulky commodities are 
likely to be high. Similarly, in many 
a rural setting on the Region’s fringes, 
tax gains would be offset by the added 
expense of fire protection and sewage 
disposal. 

But in appraising the impact of taxes 
on locational choice, we cannot afford 
to look exclusively on the dollars and 
cents involved. The form as well as 
the /evel of taxes is important. Our in- 
terviews with businessmen brought 
forth, for example, heavy criticism of 
the paperwork associated with New 
York City’s gross receipts tax. More 
important, our interviews suggest that 
taxes play a special role in the business- 
man’s locational calculus because they 
offer a clue to the political environment, 
indicating its responsiveness or hostility 
to the demands of business. The tax 
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structure is one index of the balance of 
political power. It is clear from the in- 
terviews, for instance, that businessmen 
commonly regard the New York State 
corporate income tax as a political de- 
feat for business, and the absence until 
1958 of a similar tax in New Jersey as 
an indication of a more benign business 
atmosphere there—and this is quite 
apart from the relative level of New 
York and New Jersey taxes. 

Dollar for dollar, most businessmen 
would apparently prefer to pay their 
taxes in the form of levies on real prop- 
erty (land and buildings) rather than 
in the form of a corporate income tax. 
The reasons are evident. A proposal to 
raise a corporate tax rate has to be 
fought, if it is fought at all, primarily 
by business interests. But a proposal to 
raise a real property tax rate could pro- 
voke resistance from other groups in 
the community. (The same can be said 
of a sales tax.) Besides, a corporate tax 
imposes a roughly proportionate levy on 
the future growth of an enterprise, 
whereas a property tax need not rise 
proportionately with the firm’s profits. 

As between the real property tax and 
the personal property tax, most business- 
men prefer the former. They tend to 
be uneasy about a tax on personal prop- 
erty (machinery and equipment, inven- 
tories, and other such tangibles) because 
it necessarily puts more discretion in the 
hands of the tax assessor. A tax officer 
of a big corporation recently put it this 
way: “ The plant is out in the open, so 
everybody can see it, and the assessor 
doesn’t have as much leeway as with the 
stuff inside the plant, to which the pub- 
lic has no access.” In this connection 
the prevailing aversion of businessmen 
for the corporate income tax is almost 


2 Quoted in Business Week, July 13, 1957, p. 114. 
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matched by their strong distaste for lo- 
cal jurisdictions where the tax level de- 
pends partly on whether the enterprise 
is in the good graces of the local politi- 
cal authorities. The power of those 
authorities to dispense tax favors is usu- 
ally exercised through the leeway they 
have in assessing values of property— 
especially personal property. 

This is a larger problem in New Jer- 
sey than in New York, for two reasons: 
First, the property tax is the principal 
revenue-raising vehicle in New Jersey. 
Second, the assessment practices in that 
state are such that personal property 
values are placed far below the level 
specified by law, which is 100 per cent 
of true value. A recent study of 3,560 
New Jersey corporations showed that 
their personal property was assessed, on 
the average, at about 23 per cent of its 
book value. The assessments ranged all 
the way from less than one per cent to 
more than 100 per cent.* Businessmen 
are aware of the untapped revenue that 
personal property represents, and they 
know the temptation it constitutes for 
local finance offices. More than ten 
years ago an authoritative New Jersey 
report said: “ As municipalities feel the 
pressure for added tax revenues, they 
may turn, and in some cases have 
turned, to sharp increases on business 
tangible assessments which are either 
sudden reversals of former policy or 
arbitrary impositions on selected tax- 
payers.” * 


3 James A. Arnold, Jr., “ The Personal Property 
Tax,” New Jersey Municipalities (October, 1956), 
pp. 5-8. Though this study shows the ratio to 
“book value” instead of “ true value,” the variation 
in the ratio fairly reflects the results which would 
have been obtained if “ true value” had been used. 


4 State of New Jersey, Second Report of the Com- 
mission on State Tax Policy (1947), p. 4. The prop- 
erty tax structure of New Jersey may soon be changed 
(See footnote 19.) 


radically, however. 
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In the eyes of business, therefore, the 
major taxing systems of the New York 
Metropolitan Region shape up some- 
thing like this: The New York State 
system contains the corporate income 
tax, expressly distinguishing business 
from other economic activity, and 
thereby bears the threat of a possible dis- 
proportionate increase in taxes on cor- 
porate business. The system in the New 
York City portion imposes a gross re- 
ceipts tax on top of the state structure 
and thereby adds a levy which is widely 
regarded by business as a significant 
nuisance. The system on the New 
Jersey side, although a 134 per cent cor- 
porate income tax has been added this 
year, rests predominantly on an under- 
assessed property base which offers maxi- 
mum play for the capricious action of 
local taxing officials, especially in the case 
of personal property. The Connecticut 
system contains both an income tax and 
a personal property tax. In general, in 
the minds of businessmen, these differ- 
ences weigh as follows: 


(1) against New York City in favor of 
other portions of the region; 

against New York State in favor of 
New Jersey, an advantage partially 
lost by the imposition of a corporate 
income tax this year in New Jersey; 
against certain of New Jersey’s local 
governments where assessment of 
personal property is uncertain and 
capricious, in favor of that state’s 
more responsible communities. 


(2) 


Tax Impact in the Region 


The fact that business prefers one 
type of tax to another offers no solid 
ground for determining the impact of 
such preferences on location. Some- 
thing more is needed, some quantitative 
indication of the part that tax consid- 
erations play. 
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Two types of quantitative informa- 
tion are at hand. One is the responses 
that businessmen have made to opinion- 
poll surveys. The other is statistical 
data showing the relation of taxes to 
total sales. Let us see what can be ex- 
tracted from these two sources. 

Concerning surveys—the kind in 
which somebody goes around asking, 
“What are the principal factors in- 
volved in your decision to locate your 
plant? ”°—we are bound to begin by 
pointing out their limitations. For one 
thing, the complexities of such decisions 
are so huge that no simple check-off list 
offers more than a flickering glimpse of 
the process. For another, what the tax- 
payer says about the importance of taxes 
is inevitably conditioned by the fact 
that taxes are not only a business cost 
but also an aspect of public policy. 
Taxation, unlike most other costs, is 
mainly determined through a public 
decision-making process, not by inter- 
nal cost control. The taxpayer’s pro- 
nouncement therefore is liable to be mo- 
tivated in part by the hope that his taxes 
can be reduced by persistently calling 
attention to them. 

Yet such surveys are useful as a crude 
measure of the businessman’s preoccu- 
pation with the problem. The Regional 
Plan Association recently surveyed 
manufacturing firms which had moved 
out of New York City during the pe- 
riod 1947-1955. Why did they leave? 
The most important asserted reason was 
not taxes; it was space considerations. 
But taxes did figure as a “ primary ” 
reason for 14 per cent of the respond- 
ents and as a “secondary” reason for 
25 per cent.® 


5 The figures are from an unpublished technical 
report in the files of the Regional Plan Association. 
A summary of the study appears in Regional Plan 
News (New York, March, 1957). Of course, “ space 

(See next page) 
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This same survey offers some slight 
evidence that the firms which gave taxes 
as a contributory reason for moving 
must have been principally concerned 
about a New York City tax—presum- 
ably the gross receipts tax or the real 
property tax—rather than with a New 
York State tax. The evidence is that 
the firms which mentioned taxes and 
those which did not mention them 
showed almost equal affinity for other 
New York State locations; that is, 28 
per cent of the first group and 35 per 
cent of the second settled elsewhere in 
the state. 

Another survey gives us the asserted 
reasons of New Jersey manufacturing 
firms which have considered relocating. 
Once again, space and site considerations 
dominate; yet local taxes make up a 
significant proportion of all reasons 
given—16 per cent.® 





considerations ” could conceal a tax consideration if 
high taxes had created prohibitive rentals. For indi- 
cations that this was not the case, however, see an- 
other paper in the present series, “Space for In- 
dustry,” circulated earlier by the New York Metro- 
politan Region Study. 


6 Edward T. Bullock, William J. Doerfinger, and 
Austin S. Murphy, Reasons for Relocating New Jersey 
Manufacturing Firms (Division of Business Research, 
School of Business Administration, Seton Hall Uni- 
versity, New Jersey, 1955), p. 3. Studies made in 
other parts of the country give a somewhat similar 
picture of the importance of taxes in location deci- 
sions, 
England concluded that “. . . While tax considera- 
tions cannot be considered as having played a domi- 
nant role in the location decisions studied, they ex- 
erted an influence on the location search of all three 
types of new establishments—new firms, branch 
plants, and relocations.” (Federal Reserve Bank of 
Boston, Monthly Review, April, 1949, p. 11.) The 
University of Oklahoma Bureau of Business Research 
places taxes twenty-second in a list of thirty-four 
items influencing industrial location. (Cited by State 
of Michigan Economic Development Department, 
Newsletter, August, 1956, p. 3.) The U. S. Depart- 
ment of Commerce ranks taxes twelfth in a list of 
thirteen factors affecting industrial location. (Office 
of Domestic Commerce, Department of Commerce, 
Basic Industrial Location Factors, Washington, 1947, 
p. 1.) 
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The tax consciousness of businessmen 
and the high visibility of this cost fac- 
tor are sometimes illustrated by news- 
paper headlines. A threat on the part 
of the Esso Standard Oil Company to 
leave Bayonne, New Jersey, because of 
excessive tax burdens led officials to cut 
the municipal and school budget.” 
Similar incidents have occurred in other 
areas. 

So much for the utterances of busi- 
nessmen concerning their reasons for 
moving. Fortunately one need not rely 
solely upon this kind of information to 
glean some sense of the role of taxes in 
location. Now let us try the second 
handy source of quantitative data. 

The United States Treasury in its an- 
nual Statistics of Income shows the gross 
sales and the state and local taxes of the 
country’s manufacturing industries. If 
we adjust those figures in order to give 
each industry the same degree of im- 
portance that it has in the New York 
Metropolitan Region, we find that in 
1954 the state and local taxes of manu- 
facturing firms averaged about 1.8 per 
cent of their gross sales.* 

The proportion varied from one in- 
dustry to the next, of course, but this 


7 New York Times, January 12, 1957, p. 1, and 
January 15, 1957, p. 31. 


8 Dollar amounts nationally are from U. S. Treas- 
ury Department Statistics of Income for 1954, Part 
II (Washington, 1957), pp. 45-47. “Taxes paid” 
as defined in this source excludes federal income and 
excess profits taxes, as it should for our purposes. It 
does not exclude federal excise taxes, however, a fact 
which somewhat distorts the picture in industrial 
groups such as tobacco, beverages, and automobiles. 
But tobacco manufactures, in which “ taxes paid” 
nationally were 26 per cent of gross sales, are so small 
in the New York vicinity that the distortion in that 
industry is insignificant. In weighting the averages to 


conform to the industrial pattern of the New York 
Metropolitan Region, we used unpublished employ- 
ment figures for the third quarter of 1956, obtained 
from the New York State Department of Labor, the 
New Jersey Department of Labor and Industry, and 
the Connecticut Labor Department. 
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rough average at least helps to place the 
tax problem in quantitative perspective. 
What it suggests is that state and local 
taxes generally exceed such costs as ad- 
vertising, or Compensation to officers, or 
deductions for depreciation, but come 
nowhere near such costs as labor, or 
space, or transportation. 


Comparing Local Tax Levels 


We have seen that the New York 
Metropolitan Region embraces a striking 
variety of taxing systems; that business- 
men in general prefer some of them to 
others; that tax considerations, again in 
general, exert only a secondary influence 
on location, though not by any means 
an insignificant one; and that taxes are 
relatively small compared with gross 
sales. But the size of the tax cost is not 
so important as its variation. The in- 
sistent need at this point is for a good 
comparison of actual tax levels in dif- 
ferent parts of the Region. 

An obvious difficulty in comparing 
tax levels is that the type of firms will 
affect the rating of different localities. 
To gain a sense of relative tax levels 
from one area to another in the Region, 
therefore, one is obliged to think in 
terms of specific firms with specific fi- 
nancial structures. 

The method used here is as follows: 
We selected a sample of 25 manufactur- 
ing establishments, now actually oper- 
ating in the Region, for which we could 
obtain data on gross receipts, annual 
payroll, net worth, net profit, and the 
value of their real and personal property. 
Then we selected 64 locations in all 
parts of the Region (31 in New Jersey, 
29 in New York State, 4 in Connecti- 
cut). Next we hypothetically placed 
each of the 25 firms at each of the 64 
spots, and computed as accurately as 
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possible the state and local taxes that 
each firm would have paid at each loca- 
tion in 1955. The taxes used were: 
real and personal property taxes, cor- 
porate income tax,” corporate franchise 
tax, gross receipts tax and unemploy- 
ment compensation tax. These amounts 
were added together. 

For purposes of comparison we then 
translated the dollar amounts into index 
numbers, assigning a value of 1.000 to 
the average tax bill of each firm at all 
64 locations. Thus for a given firm we 
had 64 index numbers which might be, 
say, 1.043 in Elizabeth, N. J.; .819 in 
Yonkers, N. Y.; 1.218 in Brooklyn, N. 
Y.; .743 in Linden, N. J., and so on. 

And for a given location we had 25 
index numbers representing the levels of 
the taxes hypothetically paid there by 
the 25 firms. The average of these 25 
numbers provides a single index for each 


location and thereby a basis for com- 
paring one location with another.’ 
The resulting figures justify certain 
observations. 
First, taxes in the 64 locations show a 


wide range. The average tax level in 
the highest, Jersey City, N. J., with 
1.601, is nearly three and a half times 
that of the lowest, Teterboro, N. J., with 
470. The variation remains quite pro- 
nounced when the average of the ten 
highest locations, 1.332, is compared 
with the average of the ten lowest, .725. 

Second, these variations are not caused 
by differences in the state taxing sys- 
tems. The average for the 29 locations 
in New York State, 1.033, is extremely 


9 The New Jersey corporate income tax was not 
computed since that tax became applicable only this 
year. 


10 A further explanation of the procedure will be 
found in the Appendix, which also contains a table 
showing the relevant financial data for each of the 25 
firms and another table listing the 64 locations in the 
order of their tax levels. 
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close to the average for the 31 locations 
in New Jersey, .962. It is remarkable 
that such widely contrasting tax struc- 
tures produce such a similarity of tax 
levels. The average for the four loca- 
tions in Connecticut is a little higher, 
but our Connecticut figures are less re- 
liable than those for the other two 
states.'* 

Third, the largest cities of New York 
State and New Jersey are not far from 
one another in tax levels. Here is the 
way the cities of more than 100,000 
population stack up: The average for 
New York City and Yonkers is 1.150, 
and the average for Newark, Jersey 
City, Paterson, and Elizabeth is 1.241. 
By coincidence, the index for New York 
City excluding Richmond County 
(Staten Island), which is not character- 
istic of the other boroughs, happens to 
be 1.241, exactly the same as that of the 
four largest New Jersey cities. 

Fourth, in the Region as a whole the 
tax levels prevailing in the cities of more 
than 100,000 population are signifi- 
cantly higher than those of the less pop- 
ulous localities among the 64 in the 
sample.” 

The above comparisons of tax levels 
by groups of locations are illustrated in 
the following table: 


TABLE I 


Averace 1955 Tax Levets 1n 64 Setectep 
LocaTIONs, BY STATES 





Other 
Locations 
in the 
State - 


Cities 
All 

F over 
Locations 100,000 





1.003 
921 
1.147 


1.150 
1.241 


New York State .. 
New Jersey 
Connecticut 


1,033 





11 For Connecticut we lack appropriate equaliza- 
tion data for computing the assessed value of prop- 
erty. See page 214. 


12 All these computations are based on 1955 tax 
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Differences in Nature of Localities 


We have seen that there is a wide 
range among the 64 locations, from 
1.601 to .470, and that this is not due to 
differences among state systems. What 
then are the reasons for this range? 
One possible reason is suggested by the 
fact that our sample indicates a close 
correlation between tax level and den- 
sity of population. Table II below 
shows that the 25 test firms in the study 
would bear a substantially higher tax 
burden in the more densely settled areas 
of the Region than in the more sparsely 
settled ones.** 

The relationship is more pronounced 
for New Jersey locations than for New 
York locations, demonstrating the gen- 
eral levelling effect of the New York 
State corporate income tax. Accord- 
ingly, industrialists undeterred by other 
factors would find the low-density areas 
in New Jersey more attractive than 
similar areas in New York State. 

It is of passing interest, perhaps, that 
the localities with the largest propor- 
tions of undeveloped areas were not 
necessarily those with the lowest tax 
levels. If one arrays these localities 
from the least highly developed to the 
most highly developed areas—a concept 
measured by the ratio of undeveloped 
land to total land—no clear progression 
in tax levels emerges. 





rates, and since 1955 suburban tax rates have clearly 
increased while New York City rates have remained 
nearly constant. But the basic relationships are not 
greatly affected by these changes. Bridgeport is the 
only Connecticut city in the Region with more than 
100,000. All seven of the Region’s cities exceeding 
100,000 population are included among the 64 loca- 
tions in the sample. 


13 This, of course, is apart from the possibility that 
the entry of such firms in the sparsely settled areas 
would increase the density of such areas, thus pre- 
cipitating the conditions which would wipe out their 
tax advantage. The busines firm must take such a 
possibility into account. 
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The primary locational determinant 
of tax cost, therefore, seems to be popu- 
lation density. Though the cause-and- 
effect relationship is not proved, we do 
know that where people are crowded 
into the available land space, taxes are 
relatively high. Density alone, how- 
ever, does not explain all variations. 
For example, Teterboro, N. J., though 
it has the lowest population density in 
our study—.0414 persons per acre—has 
a tax level that is even lower than one 
would expect from this degree of sparse- 
ness. It is likely that Teterboro attains 
its position as the location with the low- 
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trated use of property generally brings 
low levels of taxes. 

Nor does density of population com- 
pletely explain Jersey City’s clear title 
as the possessor of the highest tax level 
in our sample, for seven other locations 
have greater densities. In the absence 
of other apparent reasons for Jersey 
City’s standout position, one is led to 
assume that this is, in part, the legacy 
of a past history of inefficient and cor- 
rupt government there. 

So tax levels vary with population 
density and certain other local charac- 
teristics. We also know, however, that 


TABLE II 
Tax Levers CLassiriep By PoputaTion Density or 58 Locations 14 








Locations in 





All Locations 


Av.Tax No.of 





Population 
per Acre 


New Jersey 


New York Connecticut 





Av. Tax 
Level 


Level Locations 


No. of 
Locations 


Av.Tax No.of 
Level Locations 


Av.Tax No.of 
Level Locations 





30 and over 
20 to 29.9 
10 to 19.9 
0to 99 


1.269 10 
925 6 
961 
986 23 


13 973 5 


5 1.215 5 
5 1.034 1 


None None 
None None 
1.338 1 


8 1.024 12 1.082 3 





est taxes not only by its low population 
density but, in addition, by the fact 
that it is an industrial suburb. Forty- 
seven per cent of its usable area is de- 
voted to intensive industrial purposes. 
These activities require fewer and less 
costly governmental services than areas 
dominated by private residences. At 
the same time they generate high tax 
revenues. Thus the combination of 
sparse population and highly concen- 

14.Note that this table is based on 58 locations 
among the 64 in our sample. It was impossible to 
compute density of population for the other six be- 
cause of overlapping governmental jurisdictions which 
provided differing population estimates. Sources of 
the density data for the 58 locations are: Regional 


Plan Association, U. $. Census, and in some cases the 
jurisdictions themselves. 


different types of firms are bound to 
have different tax experiences at the 
same spot. Before discussing the influ- 
ence of financial structure on tax levels, 
it is necessary to take a harder look at 
the index numbers which have attached 
themselves to the 64 sample locations in 
the study. Long before now the reader 
may have asked himself, “Are these 
averages really representative of the 25 
firms in the sample? ” 

The best answer is to point out that 
despite the differences in financial struc- 
ture of the sample firms, they do have a 
considerable degree of consistency in 
the amount of taxes they would pay at 
each location. That is, if the average 
tax bill for all 25 firms is high at a 
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given location, we find most of the 
firms—not just an unusual few—pay- 
ing relatively high taxes there. And if 
the average tax bill in a given spot is 
low, most of the sample firms, if lo- 
cated there, would pay relatively low 
taxes. Jersey City, where the average 
tax bill is highest, and Teterboro, where 
it is lowest, will again serve as illustra- 
tions. Jersey City ranks in the highest 
quartile for 22 of the 25 firms, which is 
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around the averages.” It lists the loca- 
tions with the ten highest and ten low- 
est average tax levels in our sample of 
64 locations, and shows the number of 
firms ranking within each quartile for 
each location. 

The consistency of tax level rankings 
for different firms at the same location 
is further illustrated by the fact that 73 
per cent of the companies, when located 
at the 16 locations with the highest av- 


TABLE III 
How 25 Firms Rank at Hicuest Ten anp Lowest TEN or 64 LocaTIONS 











Ranking Based on 


Number of Firms With Rankings Between 








Locations Average Tax Level 
of All 25 Firms 1-16 17-32 33448 49-64 

10 Highest 
Jersey City, N. J... cc ccccss 1 22 2 1 0 
Union City, Ni de 6c. cc vcees 2 21 1 3 0 
PORE SROs Sec cdscccesces 3 22 0 3 0 
Bridgeport, Conn. .......... 4 20 4 1 0 
Stratford, Conn. ............ 5 17 7 1 0 
MS oo divine 605s wévvee 6 22 2 3 0 
Ss i watedinkEoes 7 22 2 1 0 
Norwalk, Conn. ............ 8 16 6 3 0 
MU inne ccywascecccacees 9 18 6 1 0 
a, a 10 20 2 3 0 

10 Lowest 
New Brunswick, N. J. ...... 55 0 5 3 17 
p fm ae 56 0 3 3 19 
Poughkeepsie, N. Y. ........ 57 0 1 5 19 
VE ee ee 58 0 2 6 17 
oh Se 59 0 4 2 19 
| SE eee os 60 0 1 3 21 
MIORNG Us 5 caso nvpecoucs« 61 0 0 4 21 
Ridgefield, N. J. ............ 62 0 1 3 21 
SF a ee ee 63 0 0 3 22 
Penerwete, IN. De. osc cctsncess 64 0 0 0 25 





to say that Jersey City ranks somewhere 
from No. 1 through No. 16 among the 
64 different tax bills hypothetically paid 
by each of those 22 establishments. 
Teterboro ranks in the lowest quartile 
—No. 49 through 64—for every one of 
the 25 firms. 

Table III above gives further evi- 
dence of this consistent “ bunching 





erage tax levels, had ranks at these loca- 
tions ranging from 1 to 16. For the 16 
locations with the lowest average tax 
levels the comparable percentage was 71. 

From such evidence it seems we need 
have no doubt that differences among 
locations are a strong determinant of tax 
level in the New York Metropolitan 
Region. 
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Differences in Financial Structure 
of Firm 

Nevertheless, differences among firms 
also play a part in determining tax levels 
—a secondary role but significant. It 
now is time to focus on the relation be- 
tween a firm’s taxes and its financial 
structure. 

The principal tax structures in the 
major areas of the Region have already 
been noted. Their differences indicate 
that firms with different internal finan- 
cial structures will find their tax ad- 
vantage at quite different locations. 
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to ratio of net profit to property (real 
and personal) and shows their hypothet- 
ical tax levels in various geographical 
areas. 

As net profit in relation to property 
decreases, tax levels in New Jersey move 
upward. But in New York State, be- 
cause of the corporate income tax, tax 
levels move downward. The relation- 
ship of profits to property has less effect 
on tax levels in Connecticut where the 
corporate income tax rate is lower than 
in New York. 

To the extent that tax considerations 


TABLE IV 
Averace Tax Levers or DirrereNtT Types oF FirMs IN Masor AREAS 





Firms With Ratio of Net Profit to Real and Personal Property 





30% and over 


20 to 29.9% 10 to 19.9% 0 to 9.9% 





New Jersey 
Cities over 100,000 15 
Other N. J. locations ....... 


New York State 
New York City 
Other N. Y. locations 


Connecticut 
Bridgeport 
Other Conn. locations 


.900 
675 


1.522 
1.281 


1.387 
1.235 


1.407 
1.062 


1.209 


1377 
897 d 


982 


1.113 
917 


1.255 
1.025 


1.040 
832 


1.387 
1.152 


1.325 
1.119 


1.313 
1.131 





Since New Jersey places emphasis on 
taxation of property while New York 
State relies rather heavily on a corporate 
income tax, firms with low property 
needs in relation to income will find 
New Jersey, other things being equal, a 
more advantageous location than New 


York State. On the other hand, firms 
with high property needs in relation to 
income will generally pay lower taxes 
in New York State than they will in 
New Jersey. 

These indications are borne out by 
our sample of 25 firms. Table IV 
above differentiates the firms according 


15 Newark, Jersey City, Paterson, and Elizabeth. 


affect location decisions, it would seem 
to follow that firms with a high ratio of 
profit to property would locate in New 
Jersey while those with a low ratio 
would locate in New York State. There 
is, indeed, an indication that firms are 
distributed as between New York and 
New Jersey in a pattern consistent with 
this tax advantage. Industries predomi- 
nantly located on the New York side 
have a weighted ratio of profits to prop- 
erty of 20 per cent while those on the 
New Jersey side have a ratio of 25."° 


16 This analysis is based on data taken from the 
U. S. Treasury Department, Statistics of Income for 
1953, Part Il (Washington 1956), pp. 38-9. The 

(See next page) 
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It should be said quickly, however, that 
it would be a mistake to assume that 
this locational pattern was actually 
caused by the differences in the New 
Jersey and New York tax structures. 
Other forces were at work, and we are 
inclined to believe that the pattern is 
completely independent of tax consider- 
ations. 

There are other aspects of the finan- 
cial structure of an individual firm that 
have a bearing on whether one or an- 
other location gives greater tax advan- 
tage for that firm. Establishments hav- 
ing considerable personal property rela- 
tive to their total taxable property will 
tend to have a higher tax bill in New 
Jersey by reason of that fact.’ Firms 
with a high corporate income relative 
to other taxable items will find New 
York locations to be unfavorable for 
that reason. And firms with relatively 


high payrolls will find the persistently 


higher unemployment compensation 
taxes of New Jersey to be a disadvan- 
tageous factor in New Jersey locations.** 





distribution of industries between New York and New 
Jersey is based on employment. The ratio of profit 
to property is a three-year average, based on the tax 
years 1950-51, 1952-53, 1954-55. The ratio was 
found to be fairly consistent for any industry group 
in each of the three years. Those industries with raw 
material depletion characteristics have been omitted 
because the federal data lump together “ depreciable ” 
property and “ depletable” property, and this second 
type, such as oil wells, iron mines, and forests, are 
not found in the New York Metropolitan Region. 
Since the so-called two digit classification of industries 
was used, it is possible that a more detailed break- 
down would produce different results. 


17 For the firms in this study, the value of personal 
property is 1.8 times that of real property. The ef- 
fective New Jersey property tax rate on real and 
personal property combined represents 4.57 per cent 
of the value of real property, and the Connecticut 
rate represents 3.48 per cent, whereas the New York 
City rate is 3.22 per cent and the rate for other 
locations in New York State is 2.92 per cent. 


18 If each of the firms in our sample of 25 is repre- 
sented by the appropriate industrial average unem- 
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To illustrate how differences in firm 
structures can affect the total tax bill, a 
hypothetical “‘ standard ” firm has been 
constructed from the data of the 25 
firms in our sample. Typical tax rates 
for 1955 have been applied to this firm 
in Table V which follows. The table 
shows the percentage breakdown of the 
firm’s total state and local tax bill in 
each of the four major tax areas of the 
Region. 

‘Notice that the hypothetical firm 
shown in the table had personal prop- 
erty worth $340,000 or 34 per cent of 
its gross receipts. Notice, too, that the 
tax on this personal property was zero 
in New York State, but 20.7 per cent 
of the firm’s tax bill if located in New 
Jersey and 36.1 per cent of its tax bill 
if located in Connecticut. Now sup- 
pose that the firm’s personal property 
were doubled while other items re- 
mained the same. If this occurred, the 
New York tax bill would remain un- 
changed both in size and makeup. But 
in New Jersey and Connecticut the per- 
sonal property tax would become a big- 
ger proportion of the whole; not only 
that, but the firm’s total tax bill would 
rise sharply. Other changes in the 
firm’s financial data would have other 
influences on the tax bill in different 
areas. 


A Glimpse at the Future 


Now, in the light of all that has 
emerged to this point, we look toward 
future developments. 

As just shown, changes in the struc- 
ture of a firm may well change its best 
location from a tax viewpoint. As a 





ployment compensation tax, the average New Jersey 
unemployment compensation tax appears at 1.49 per 
cent of payroll, compared with a New York average 
of 1.33 per cent and a Connecticut average of 1.18 
per cent. 
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firm grows in size, for example, its in- 
come may increase more rapidly than its 
property needs, and, as a result, the best 
location for the firm may also shift. A 
New York firm in such circumstances 
may discover that New Jersey has be- 
come a more favorable locale from a tax 
standpoint—especially if we assume that 
the tax structures of the two states will 
remain as is. 

This, however, would be a shaky as- 
sumption. There are other potential 
tax changes that have nothing to do 
with a company’s internal alterations, 
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decision requiring New Jersey’s taxing 
jurisdictions to reassess all property at 
full value by 1959. It seems likely that 
the state legislature will take action to 
prevent the decision from entering com- 
pletely into force. Assessment at 100 
per cent, with rates altered to leave the 
total revenue unchanged, would cause a 
substantial shift in tax liabilities away 
from real property and toward house- 
hold goods, also to a lesser extent toward 
business personal property. In the 1957 
campaign for the governorship, both 
parties declared their opposition to full- 


TABLE V 
PerRcENTAGE BREAKDOWN OF Typicat Taxes or A “ StaNparp” MANuFAcTuRING Frrmm—1955 








Typical Taxes, by Per Cent of Total 





Typical Size 


Item Taxed ei 


New York City 


New York State 
Except 
N. Y. City 


New Jersey Connecticut 





Gross Receipts 12.1% 
Net Income 31.4 
Net Worth 0 
Payroll 23.1 
Real Property 33.4 


0 0 0 
37.0% 0 22.2% 
0 0 


6.2% 
27.2 212 


33.2 
35.8 39.9 20.5 


Personal Property ... 


0 
100.0% 


0 36.1 
100.0% 


20.7 
100.0% 100.0% 





and such a change is now brewing in 
New Jersey. 

New Jersey now faces the probability 
of a significant overhaul in the structure 
of business taxes. Two developments 
have combined to make such an over- 
haul likely. One is the need for addi- 
tional revenues, a need generally con- 
ceded by influential groups, private and 
public." The other is a recent court 


19 The New Jersey Commission on State Tax 
Policy, reporting pursuant to a request of the state 
legislature, acknowledges the need thus: “* Accumu- 
lated surpluses are practically used up and continued 
expenditures at the present level will require addi- 
tional tax support. If foreseeable new expenditures 
are undertaken, the fiscal situation will be even more 
acute.” Ninth Report of the Commission on State 
Tax Policy (Trenton, N. J., Feb. 21, 1958 p. 4. The 


value assessment. 

In its report to the state legislature in 
February, 1958, the New Jersey Com- 
mission on State Tax Policy offered a 
choice between two recommendations.” 
Under both proposals household goods 
would be altogether exempt from tax- 
ation, residential and business real estate 
would be assessed at 40 per cent of full 
value, and business equipment and ma- 
chinery would likewise be assessed at 40 
per cent. In other respects, however, 
the two proposals part company. The 
first alternative would tax inventories 





highlights of this report were released to the press on 
Feb. 16, 1958). 


20 Ibid., pp. 103-118. 
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at 10 per cent of full value, but the 
second would exempt inventories and 
substitute an entirely new tax on busi- 
ness income. The commission suggested 
that this new tax be levied at 3 per cent 
of net income minus a credit equivalent 
to the state’s already-existing corporate 
franchise tax. The legislature during 
its 1958 session did pass a corporate in- 
come tax but at a rate of 134 per cent 
and it retained the corporation franchise 
tax. 

Since neither of these alternatives pro- 
vides for an increase in revenue, the need 
for which is clear, the second alternative 
takes on added significance, for it opens 
up a source of future funds. The com- 
mission itself remarked that this alter- 
native would “ provide the foundation 
for a solution for the State’s revenue 
problem.” Said the Commission, “ Busi- 
ness income tax rates can be increased 
to provide additional State revenue—ap- 
proximately $22 million for each 1 per 
cent of tax rate.” ** The point is fur- 
ther underlined by the fact that Gover- 
nor Meyner, in his budget message of 
February 17, 1958, favored a business 
income tax not of 3 but of 5 per cent. 
It was apparently on grounds of politi- 
cal feasibility that the Commission se- 
lected the business income tax rather 
than a sales tax or a personal income tax, 
for it said that “the present political 
environment would leave no alternative 
to some form of business tax.” The 
Commission also rejected a _ business 
gross receipts tax, having recommended 
one earlier without success.” 

It would be interesting if we could 


21 [bid., pp. 108 and xxii. 


22 [bid., pp. 103, 108-109. Another state body has 
recommended that a retail sales and use tax be sub- 
stituted for personal property taxes. New Jersey, Re- 
port of the Commission to Study Laws Affecting In- 
dustrial Development (1957), p. 14. 
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apply the Commission’s two proposals 
to the 25 sample firms used in this study 
and thereby develop some measure of 
the potential effects on business tax lev- 
els in New Jersey. The proposals, how- 
ever, are not particularly helpful in 
measuring future tax costs to business 
since they do not contain a direct solu- 
tion to the problem of the need for new 
revenue. A missing element is what 
local governments will do about prop- 
erty tax rates. Initially under the new 
assessment standard they may fix their 
rates at levels calculated to provide 
roughly the same tax yield they are ob- 
taining now. But in the end the rising 
needs for revenue will almost certainly 
produce additional changes in local 
property tax rates. The size of the 
change for any locality will depend in 
part on whether state-aid programs are 
altered, and this in turn depends on the 
adoption of some new state tax. Since 
the new state tax is a business income 
tax, as proposed, there will almost cer- 
tainly be an increase in the total tax cost 
to all business firms in New Jersey but 
the amount of the cost in a given com- 
munity. depends on both the state in- 
come tax rate and the local property 
tax rate. 

The new statewide business income 
tax now on the books, besides increas- 
ing the average tax cost to business, will 
have other predictable consequences. 
Such a levy will draw New Jersey’s tax 
structure closer to the system in New 
York State, where the impact of the 
state tax tends to blur or obliterate 
local tax differences. If the corporate 


income tax does come to play an im- 
portant role in the New Jersey tax struc- 
ture, an industrial firm will be less likely, 
as time goes on, to find such a wide 
range of tax levels among Jersey com- 
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munities. A low-tax Teterboro rubbing 
elbows with high-tax jurisdictions may 
be a fading phenomenon. Likewise an- 
other tax distinction between New Jer- 
sey and New York may also be a fading 
phenomenon. As we have already seen, 
firms with high income relative to prop- 
erty now find a balmier tax climate on 
the Jersey side, while firms with large 
holdings of property relative to income 
find more favorable conditions in New 
York State. The taxing of business in- 
comes in New Jersey will alter this sit- 
uation. 

Thus the unfolding situation in New 
Jersey is pointing in the direction of tax 
equalization within the New York Met- 
ropolitan Region, and there are still 
other forces going the same way. These 
forces are not unrelated to what is hap- 
pening in New Jersey; indeed they are 
among the pressures leading to the re- 
vamping of the tax structure in that 
state. But they exert themselves in the 
New York and Connecticut counties as 
well. 

One of them is the rapid population 
growth in the outlying areas. Suburbs 
that are still in the process of filling up, 
rural or semi-rural territory being 
marked out for the bulldozer, are bound 
to gain in population density faster than 
communities already crowded. Local 
governments, in order to provide neces- 
sary services to the thickening throngs, 
will increase the property tax rates. 
During the next decade or two firms sit- 
uated in sparsely inhabited locations may 
lose some of their present tax advan- 
tages.” 

Another force pointing toward equal- 


23 For a discussion of the effects of changing land 
use On government revenue, see Julius Margolis, “On 
Municipal Land Policy for Fiscal Gains,” National 
Tax Journal, 1X (Sept., 1956). 
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ization in the Region is the increasing 
urban demand for state aid. The cities 
and the older suburbs will not need new 
services for population influx; neverthe- 
less they will have other revenue needs 
growing out of physical decay and the 
loss of middle-income taxpayers. They 
will want funds for redevelopment and 
welfare. But their property tax rates, 
already high, will not bear much in- 
crease. So they will turn increasingly 
to the state governments. To the extent 
that their demands are met, the state- 
wide element in the tax structure will 
loom larger in relation to the local ele- 
ment. As this happens, tax levels as 
among localities will tend to become 
more uniform.** 

These two forces—the filling up of 
empty spaces and the demands made by 
the cities upon the states—point to 
higher state taxes in all three of the states 
straddled by the New York Metropoli- 
tan Region. But whereas in New Jersey 
the need for additional state revenue 
has already produced changes in the tax 
structure, in New York and Connecti- 
cut it will likely be met by higher tax 
rates within the present systems. And 
in the whole Region it should bring a 
gradual reduction of tax differences 
from one locality to the next. 

This trend, in turn, should further 
reduce the importance of taxation as a 
factor influencing the location of indus- 
try within the Region. 


24 Another i ding devel 


r 5 





p pointing toward 
the equalization of tax levels within a given state has 
to do with the unemployment compensation tax. It 
appears likely that this tax will increase in New 
York and New Jersey. In both states the demands 
to boost maximum benefits are becoming more in- 
sistent. Just how these increases would affect dis- 
tinctions as between states is indeterminate. The in- 
crease will probably come first in New York, where 
both political parties, though differing as to how it 
should be financed, seem to agree that it is necessary. 
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Conclusions 


In the tax jungle of the New York 
Metropolitan Region there is presently a 
wide range of variation in tax levels, 
springing not from the differences in 
major tax structures, great as they are, 
but apparently from a combination of 
population density and other circum- 
stances. The significance of this varia- 
tion for the location of industry, how- 
ever, is reduced by the small cost of 
state and local taxes relative to other 
costs. The average tax cost for the 25 
firms in our sample happens to be about 
1.5 per cent of sales. There is nothing 
magical in that percentage, since the 
firms selected are not claimed to be per- 
fectly representative of the Region’s 
industry; nevertheless the figure is fairly 
close to the estimate of 1.8 per cent 
which we obtained by taking the nation- 
wide experience of manufacturers and 


adjusting it in line with the industrial 


pattern of the New York Region. To 
accept 1.5 per cent as the average tax cost 
of our sample firms is to suggest that 
the ratio would swing from 2.4 per cent 
at the location with the highest tax level 
to .7 per cent at the one with the low- 
est. Picture a hypothetical firm with 
sales of one million dollars, and you get 
a state and local tax cost of $24,000 at 
one location and $7,000 at the other 
extreme. 

If all other factors could be assumed 
equal, it follows of course that differ- 
ences within a range of this size would 
influence locational decisions. But other 
factors push in various ways and are 
often bigger than tax cost. When other 
costs move in the same direction as 
taxes, the tax cost will give additional 
impetus to the force they exert. In 
most studies based on the interview 
technique, industrialists tend to agree 
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that taxes are a secondary consideration 
in location choice, and the actual cost of 
taxes as revealed here would tend to 
indicate the correctness of this view. 

Tax cost in the New York Metropoli- 
tan Region, to the extent that it does 
influence location, will cause firms to 
move from central and large cities to 
less densely populated areas. Because of 
the larger New York corporate income 
tax, which tends to iron out tax differ- 
ences as between locations in that state, 
movement to less populated areas in 
New Jersey will prove more advanta- 
geous than moves to the same kind of 
locations in New York State—at least 
in the immediate future. On the other 
hand, firms with high property needs in 
relation to profit will find that New 
York State possesses a tax advantage 
over New Jersey at locations of similar 
characteristics in the two states. 

Tax incentives are not the only ones 
that persuade industry to seek locations 
in less crowded areas. Needs for more 
space today, for example, are impelling 
many firms to look outside the con- 
gested central city for new locations. 
The relationship between population 
density and tax cost found in this study 
would suggest that such new locations, 
especially in New Jersey, will confer a 
tax advantage as well as a space advan- 
tage. If the movement into more 
sparsely peopled areas, however, causes 
an increase in population, as is likely, 
the tax advantage may soon be lost. 

In sura, industry is now moving out 
of the large cities of the Region for a 
variety of reasons, and though tax costs 
are unlikely to be the prime motivating 
force except in isolated cases, at least 
the tax incentive will assist rather than 
retard the movement. But it must also 
be borne in mind that the tax incentive 
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—whether operating as between city 
and outskirts or between one state and 
another—is not gaining strength as a 
locational force. If anything it is grow- 
ing weaker, for alterations in tax laws 
and tax rates during the next few years 
should tend to diminish the present tax 
differences within the Region. 


APPENDIX 
The Computation of the Tax Levels 


The tax levels computed in this re- 
port are based on data drawn from a 
sample of 25 manufacturing establish- 
ments. Though we generally refer to 
them simply as “firms,” they are in 
some cases less in scope than an entire 
firm. Each of these firms was hypo- 
thetically located at 64 locations in the 
New York Metropolitan Region and a 
tax level computed for each firm at each 
location, using 1955 tax rates. Then 
the dollars and cents figures were trans- 
lated for purposes of comparison into 
index numbers. That is, the burden of 
each firm at all locations was stated as 
equal to 1.000 and then each firm’s 
level at every location was computed in 
terms of this average. 

The 25 firms are actual companies lo- 
cated in the New York Metropolitan 
Region, though we withhold their names 
because some of their figures are confi- 
dential. Hypothetical firms could have 
been constructed,’ but the method used 


1 For examples based on this technique see: Joe 
Summers Floyd, Jr., Effects of Taxation in Industrial 
Location (Chapel Hill: University of North Caro- 
lina Press, 1952); Pennsylvania Economy League, Inc., 
Western Division, The Relative Tax Cost to Manu- 
facturing Industry (November, 1956); Common- 
wealth of Massachusetts, Report of the Special Com- 
mission on Taxation, Part IV, The Comparative Im- 
pact of Corporate Taxes in Massachusetts (June, 
1951); Clarence Heer, Tax Bills of Selected Manu- 
facturing Corporations in Six Southeastern States 
(Raleigh: North Carolina State Planning Board, 
1945). Other techniques include comparison of 
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here possesses the advantage of being 
based on real operating companies lo- 
cated in the area being studied. It is 
not claimed that the sample is an ac- 
curate reflection of the Region’s indus- 
try. After interviewing 75 firms and 
circularizing about 75 others, we set- 
tled on 25 which were willing to supply 
complete or nearly complete data rele- 
vant for tax purposes. Were it not for 
the fact that our average tax levels seem 
to be so highly representative of most of 
the individual firms, as shown in the last 
four columns of Table A-2, the hap- 
hazard nature of the sampling method 
might have left us in great doubt as to 
the meaningfulness of our results. 

Actually there is a fairly wide distri- 
bution according to type of industry 
and size of company. The industries 
represented are: fabricated metal prod- 
ucts; food and kindred products; photo- 
graphic instruments, optical goods, and 
watches; electrical machinery, equip- 
ment, and supplies; paper and allied 
products; machinery except electrical; 
printing and publishing; chemical and 
allied products; and miscellaneous man- 
ufacturing. The relevant financial data 
for each firm are given in Table A-1, 
where it will be observed that the gross 
receipts range from $200,287,000 down 
to $299,000. 

It happens that the 25 firms are ac- 
tually located about half in New York 
State and half in New Jersey but their 
real geographical distribution has little 
significance since our computations are 
based on setting down each firm hypo- 





actual tax bills of similar firms at different locations, 
and comparison of tax costs of branches of the same 
company which are located in different jurisdictions. 
In both cases the problem is to find establishments 
sufficiently alike at different locations and thus far 
no investigator has succeeded in accomplishing this. 
For a discussion of these and other techniques see 
Floyd, just cited, pp. 43-44. 
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thetically at 64 well distributed loca- 
tions. 


Locating the Firms 


The 64 locations were selected for il- 
lustrative purposes, not with the idea of 
rating all the communities in the Region 
but simply to give a meaningful picture 
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in the New York counties surrounding 
New York City are many municipal 
services provided by special districts. 
Such districts are not coterminous with 
one another nor with any general gov- 
ernmental jurisdiction. In Nassau 
County, for example, there are approxi- 
mately 400 taxing jurisdictions and, as a 


TABLE A-1 
Financiat Srructure or 25 SaMpite Firms 
(Arranged in the order of their gross receipts) 
(Thousands of dollars) 











Gross Annual Net Net Property Value 
Receipts Payroll Worth Profit Real Peneaai 
$200,287 $82,000 $99,000 $23,296 $29,000 $56,247 

73,000 21,000 44,000 11,565 14,000 29,400 
57,87 21,958 79,000 9,706 12,164 24,083 
50,863 14,554 18,320 4,884 11,010 13,160 
32,043 7,346 10,000 2,847 5,225 8,908 
30,052 9,584 10,115 3,214 5,700 6,825 
22,855 4,093 17,500 2,713 6,617 11,424 
21,585 12,075 32,173 3,544 8,000 19,284 
13,432 9,515 6,515 1,119 1,848 6,398 
10,100 1,175 2,371 1,294 750 1,608 
8,619 5,879 2,645 1,449 303 5,406 
7,360 2,340 2,007 736 419 1,743 
7,236 1,690 1,756 380 864 823 
7,131 1,305 3,222 1,497 1,210 1314 
5,643 1,638 2,100 360 600 731 
5,200 2,925 1,530 294 457 3,427 
4,612 936 2,274 171 1,137 640 
3,000 216 950 150 500 
2,818 1,016 424 40 75 1,634 
2,812 668 3,012 200 1,800 1,237 
2,685 552 1,108 402 72 685 
2,500 538 420 80 ‘s 240 752 
2,407 423 410 7 565 631 
2,190 563 45 759 250 448 
299 177 43 11 35 92 





(Note: A few firms did not provide the value of their personal property; in those cases 


informed estimates were made.) 


of relative tax levels. The 64 are dis- 
tributed by states as follows: 31 in New 
Jersey, 29 in New York, 4 in Connecti- 
cut. All of the locations either already 
contain industrial activity or had zon- 
ing regulations permitting such activity. 
The locations had to be pinpointed geo- 
graphically because of the maze of tax 
jurisdictions in the Region. Especially 


result, firms on opposite sides of a street 
may have three or four tax rates in com- 
mon—such as the county rate, the town 
highway rate, and school district rate— 
while they differ in rates for street 
lighting, garbage collection, and fire 
protection. 

The various taxes applicable at each 
location were applied to the appropriate 
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TABLE A-2 


64 Locations IN New York Mertropouitan Recion 
Ranxkep AccorpinG To Tax Levets or 25-FirM SAMPLE 





Average Tax Level Number of Firms With Ranking Between: 
Index Rank 1-16 17-32 33-48 49-64 





Locations 
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20 
17 
22 
22 
16 
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Newark, N. J. 1.406 

Bridgeport, Conn. 1.338 
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Manhattan (in New York City) 1.296 

Bronx (in New York City) .... 1.291 

Norwalk, Conn. 1.259 

Brooklyn (in New York City) .. 1.223 

Irvington, N. J. 1.199 

oid okanagan oe 1.169 

Queens (in Ege York City) . 1.154 

Hicksville, N. Y. 1.146 

Richmond (in New York City) 1.110 

New Rochelle, N. Y. 1.108 

Buchanan, N. y 1.100 

Carle Place, N. Y. 

Glen Cove, 'N. Y. 

Farmingdale, N. Y. 
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TABLE A-2 (Continued) 





Average Tax Level 


Number of Firms With Ranking Between: 





Locations 


Rank 


1-16 17-32 33-48 





New Brunswick, N. J. 
pS. a ee ee 
Poughkeepsie, N. Y. ........... 
Kearney, N. J. 

"6 SS eer 
MW ac cceux na ceteds ae 
SS oS ee er ee 
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Clifton, N. J. 
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55 
56 
57 
58 
59 
60 
61 
62 
63 
64 
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data of each firm to obtain the tax level 
of each firm at each location. The av- 
erage of the 25 firms was then calcu- 
lated for each location. Table A-2 lists 
the 64 locations, ranked according to 
index figures signifying these averages. 


Computing Property Taxes 


Property taxes are applicable to all 
locations. In New Jersey and Connec- 
ticut, the localities tax both real and 
personal property, and New York local 
governments tax only real property. 
The primary difficulty in computing 
property taxes for the 25 firms at the 64 
locations is in discovering the relation 
of assessed to true value.?, We knew the 
“true value ” or at least a good approx- 
imation of it, but we did not know what 
the assessed value would be in a given 
locality. Since tax rates apply to as- 
sessed value, it was necessary to use 


2It has been suggested that the only really ac- 
curate way to determine what the assessed value of 
a firm would be in various communities is to con- 
struct the firm physically, move it from location to 
location, and have the local assessor assess it at each 
place! A study of the tax burden in Massachusetts 
approached this technique by providing the local of- 
ficials in the jurisdictions being compared with de- 
scriptive blueprints and photographs. On the basis 
of this information the local assessors were asked to 
determine what the assessment of the firm would be 
were it located in their jurisdaction. Massachusetts, 
op. cit., pp. 13-14. 


equalization ratios in order to obtain tax 
rates which we could apply to true 
value. In the case of real property, of- 
ficial equalization ratios were used when 
available, and the true-value tax rates 
thus obtained were applied to the actual 
land and improvement values of the 
sample firms. Since these values are in 
dollar terms the tax levels computed 
are inaccurate to the degree that land 
and building values differ from one part 
of the Region to another. Further, 
equalization ratios are averages and 
there is without question a wide varia- 
tion in the ratio of true to assessed value 
within the same jurisdiction. These 
variations are held in bounds only by 
the alertness of taxpayers to discrimin- 
atory practices. 

Part of the variation in the ratios of 
true to assessed value is between rather 
than within classes of property; this is 
eliminated when ratios are available for 
different classes of property. In the 
case of New York locations, an equali- 
zation ratio for industrial property is 
employed, and a combined ratio for in- 
dustrial-commercial property was used 
for New Jersey. Informed sources in 
New Jersey believe that commercial 
property is assessed at a higher ratio 
than industrial, and, if this is correct, 
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the tax levels for New Jersey are slightly 
overstated. In Connecticut it was pos- 
sible to obtain only a general equaliza- 
tion ratio and Connecticut levels are 
incorrect to the degree that industrial 
property is assessed at ratios different 
from other kinds of property. 

In New York State, including New 
York City, the equalization ratios used 
are determined by a state agency which 
independently assesses a sample of prop- 
erties in each jurisdiction in the state 
and on the basis of this sample deter- 
mines an equalization ratio for each jur- 
isdiction.* In New Jersey the equaliza- 
tion ratio is derived from actual sales 
figures; these are compared to the as- 
sessed value of the property sold and a 
ratio is computed which is based on all 
property sold in each jurisdiction. 

The problem of obtaining equaliza- 
tion ratios for real property is small 


compared to that of obtaining them for 


personal property. Since New York 
does not levy a tax against personal 
property the problem exists only for lo- 
cations in New Jersey and Connecticut. 

One tax study contains the following 
comment on personal property taxation: 
“Local custom and practice have de- 
veloped for valuing tangible personalty 
by various standards which do not al- 


3A number of localities make their own determi- 
nations from time to time of the ratio of assessed 
value to market value for properties in their juris- 
diction, usually basing such ratios on the sale prices 
of properties sold in some prior period. In the case 
of New York City, the most recent ratios of this 
kind are slightly higher in some boroughs and lower 
in others than the state figures used in this study. 
The differences, however, were not great enough to 
have a significant effect on resulting tax comparisons. 
Although the New York State equalization figures are 
less current than those which might be obtained from 
local studies in some cases, they possess two advan- 
tages: they are determined by one agency applying 
uniform standards of measurement in all New York 
State localities; and they are based upon samples of 
all properties in such jurisdictions, rather than exclu- 
sively on properties sold. 


NATIONAL TAX JOURNAL 


[Vo.. XI 


ways lend themselves to definition.” 
Definition is indeed difficult because: 
“The common practice among the 
States where this class of property is 
subject to the local property tax is to 
assess it largely by negotiation between 
the assessing officials and the tax- 
payers.” * As if in confirmation of this 
view a branch manager of a large indus- 
trial firm being interviewed for the 
present study said: “ We negotiate this 
one.” 

A few of the firms refused to provide 
the true value of their personal property 
despite assurances that the information 
would be kept confidential. Competing 
firms cannot easily compare assessed val- 
ues of personal property, and even the 
smallest risk was considered too great. 
In these few cases, informed estimates 
were made. 

As pointed out on page 197 a recent 
study based on a sample of 3,560 firms 
in New Jersey compared the assess- 
ments of corporate personal property 
with the book values of the property 
they represented. Of these firms, 107 
were assessed at less than one per cent 
of book value, and 207 were assessed at 
over 100 per cent. The unweighted 
average of the ratios was 23.29 per cent.° 
The author of that study made available 
the data from which he derived these 
figures, and on the basis of this infor- 
mation it was possible to compute a me- 
dian ratio of assessed to true value for 
this class of property for each jurisdic- 
tion in New Jersey. 

For Connecticut it was impossible to 
use even this approximation, since all 
that is available is the general equaliza- 
tion ratio for all classes of property. 


4 Massachusetts, op. cif., p. 15. 


5 James A. Arnold, Jr., “ The Personal Property 
Tax,” New Jersey Municipalities (October, 1956), pp. 
5-8. 
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Corporate Taxation 


All three states covered in this study 
employ a form of corporate taxation; 
New York and Connecticut a corporate 
income tax and New Jersey a corpora- 
tion franchise tax and a recently added 
corporation income tax. There are al- 
ternative means of computing the in- 
come tax, and the alternative which 
produces the larger return is the one 
which must be used. In this study the 
alternative used for New York and 
Connecticut was the “ per cent of net 
income.” The New Jersey Corporate 
income tax was not computed because 
the tax was not applicable for the year 
covered in the study. The basic rate is 
54 per cent of net income in New 
York and 334 per cent in Connecticut, 
and 134 per cent in New Jersey. 

New Jersey’s corporation franchise 
tax grew out of dissatisfaction over the 
way municipalities were administering 
the tax on intangible personalty which 
the state once imposed. The franchise 
is based on net worth with the following 
rates: 


2 mills on the first $100,000,000 

4/10 mill on the next $100,000,000 

3/10 mill on the next $100,000,000 
2/10 mill on all in excess of $300,000,000 


Net worth is the aggregate of the cor- 
poration’s book value for a) issued and 
outstanding capital stock; b) paid-in or 
capital surplus; c) earned surplus; d) 
surplus reserves which will accrue to 
owners of equitable shares; and e) the 
total of indebtedness owing to holders 
of 10 per cent or more of all classes of 
outstanding capital stock. Forty per 
cent of intangible personal property hav- 
ing situs outside New Jersey must be 
included for tax purposes as if located 
in New Jersey. 
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Unemployment Compensation 


Normally omitted from comparative 
studies of tax burden is the unemploy- 
ment compensation tax. When all em- 
ployers in all states paid the same rate 
such omission was justified. Rates to- 
day, however, are dependent on two 
sets of circumstances, one pertaining to 
the state as a whole and the other per- 
taining to the individual employer. 

The tax rate is dependent in the first 
instance upon the level of funds in the 
state unemployment fund. For each of 
various levels there is a series of tax 
rates. And the rate in this series paid 
by the employer is determined by his 
individual merit rating, based on his 
past record of payments. In all three 
states, the factor determining which 
series of rates is applicable is the ratio of 
the fund to the state’s total taxable 
payroll. For example, in New Jersey, 
employers pay maximum rates if this 
ratio is less than 2.5 per cent; their rates 
drop by successive steps as the ratio in- 
creases; and if the ratio is 12.5 per cent 
or over, minimum rates go into effect. 
Table A-3 summarizes the various 
characteristics of each of the three states. 

The amount in the unemployment 
compensation fund at any time is a re- 
sult of benefits paid out, and those pay- 
ments, in turn, are determined not only 
by the amount of unemployment but 
also by the liberality of benefits and the 
ease of qualifying for the benefits avail- 
able. Table A-4 below summarizes some 
of the characteristics of the benefits in 
the three states included in this study. 

For the sample firms in this study the 
actual unemployment compensation rate 
obtained from the firm was used for all 
locations in the state where the firm is 
physically located. In each of the other 
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two states the rate used for all locations 
is the appropriate industry rate plus or 
minus the percentage by which the 
firm’s actual rate varies from its indus- 
try average in its home state. 

Table A-5 presents the industrial av- 
erages of unemployment compensation 
rates in the three states. 
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of their gross income at lower rates. 
There is no tax if receipts are less than 
$10,000. 


Taxes Not Included in the Study 


Omitted from consideration in this 
study have been the New York State 
personal income tax, the New York City 


TABLE A-3 
CHARACTERISTICS OF UNEMPLOYMENT COMPENSATION Tax, 1955 





New York 


New Jersey Connecticut 





The Fund as % of 
Taxable Payroll of 
Previous Year 


The Fund as % of 
Taxable Payroll of 
Previous Year 


The Fund as % of 
Taxable Payroll of 
3 Previous Years 





Maximum rate applicable at .. 
Minimum rate applicable at .. 
Number of rate groups 


Less than 4% 
12.5% and over 
8 


Less than 2.5% 
12.5% “~ over 


Less than 1.25% 
4.25% and over 
5 





TABLE A-4 
CHARACTERISTICS OF UNEMPLOYMENT BENEFITS IN New York, New Jersey, 
AND Connecticut, Aucust, 1956 





Maximum Minimum Maximum 
Period of 
Benefits 


Weekly Weekly 


Benefits 


Wage or 
Employment . 
Qualifications 


Weekly Wage 
to Qualify for 
Maximum Benefits 





$10 


$10 
$ 8-11 


26 
26 


20 weeks of employ- $70.60 
ment at average 
of $15 or more 

17 weeks at $15 or 
more 

$300 and wages in 
two quarters 


$57.50 


$910 
per quarter 





The New York City Gross Receipts Tax 


The only important local tax other 
than property is the New York City 
gross receipts tax which is levied at the 
rate of 2.25 mills per dollar of total 
sales. 

This tax is imposed on trades, pro- 
fessions, and business with certain ex- 
ceptions. Certain commission-type busi- 
nesses, financial businesses, and certain 
investment companies, pay on the basis 


and Connecticut sales taxes, workmen’s 
compensation taxes, the New York 
State truck mileage tax, and the dis- 
ability benefits tax applicable in New 
York and New Jersey. 

The personal income tax in New 
York may induce firms considering al- 
ternative locations of equal merit to 
avoid New York State in order to save 
its employees from having to pay it. 
One study of comparative tax levels 
counts the total personal income taxes of 
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all of a firm’s employees as a part of the 
firm’s taxes.° In justification it is 
claimed that the existence of the per- 
sonal income tax is taken into consider- 
ation by unions in negotiating for higher 
wages. Analysis of comparative wage 
rates in the New York Metropolitan Re- 
gion, undertaken in another study in 
this series, does not justify such a claim. 

Sales taxes levied by New York City 
and Connecticut are omitted from the 
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Also omitted was the New York State 
truck mileage tax, which is based on a 
maximum gross weight of loaded units, 
or unladen weight of units operating 
without any load. It is difficult to tie 
this tax down to specific firms since 
many employ outside trucking com- 
panies. 

In addition to unemployment com- 
pensation, New York and New Jersey 
collect a tax for temporary disability 


TABLE A-5 
UNEMPLOYMENT CoMPENSATION Tax Rates ror Setecrep INpustries, 1955 





Industry Group 


Average Tax Rates 





New York New Jersey Connecticut 





Ordnance and accessories 

Primary metal industries 

Fabricated metal products 

Machinery (except electrical) 

Electrical machinery, equipment and supplies 

Transportation equipment 

Instruments, photographic and optical goods, 
watches 

Food and kindred products 

Tobacco 

Textile mill products 

Lumber and wood products 

Furniture and fixtures 

Paper and allied products 

Printing and publishing 

Chemicals and allied products 

Petroleum and coal products 

Rubber products 

Leather products 

Stone, clay and glass products 

Miscellaneous manufacturing industries 

Retail trade, not elsewhere classified 


1.88 135 
1.19 
1.65 
1.30 
161 


1.86 
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study because goods used in production 
by manufacturing firms are not sub- 
ject to this tax. 

Workmen’s compensation had to be 
left out because of differing classifica- 
tions of employees in the three states. 
The fact that the insurance may be with 
a state fund or a private insurance com- 
pany, or accomplished through self-in- 
surance, adds a further complication. 


6 Brooklyn Chamber of C ce, Annual Re- 


port, 1954-1955, pp. 4-5. 





benefits. In New Jersey, rates vary be- 
tween 0.1 and 0.75 per cent, with a 
standard rate of 0.25 per cent on the 
first $3,000 of each employee’s pay. 
Private plans may be used, but in the 
case of either private or public plans the 
tax on the employee is 0.5 per cent of 
the first $3,000 of pay. In New York, 
the tax in the first instance is on the em- 
ployee at a rate of 0.5 per cent, but not 
more than 30 cents per week per em- 
ployee. The cost of providing disabil- 
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ity benefits in excess of the contribu- 
tions collected from employees is borne 
by the employers. An employer may 


provide disability benefits by a) insur- 
ing with the state insurance fund; b) 
insuring with a stock or mutual com- 
pany; c) being a self-insurer; or d) par- 
ticipating in an approved disability plan. 

Because of the many different ways 
employers may meet the legal obliga- 





NATIONAL TAX JOURNAL 


tions of the disability benefit program, 
it has not been possible to include their 
cost in total tax levels. The tax on em- 
ployees in New York and New Jersey is 
the same, with employer supplements 
being fixed amounts in New Jersey and 
flexible in New York. Probably the 
costs are approximately the same in the 
two states. 





REFLECTIONS ON PROGRESSIVE TAXATION 


AMOTZ MORAG * 


IX an era of equalitarianism, like ours, 
there is hardly a need to advertise 
progressive taxation, nor much sense in 
criticizing it. This paper is not a new 


attempt to justify or condemn progres- | 


sive taxation.’ The author believes that 
the various quasi-scientific rationaliza- 
tions of progressive taxation—mainly 
the benefit principle and the three sacri- 
fice approaches *—have proved either 
too little or too much, and are, there- 
fore, inadequate and superfluous at the 
same time. The strongest case for pro- 
gressive taxation is probably the one 


presented by the late Henry C. Simons: 


“The case for drastic progression in tax- 
ation must be rested on the case against 
inequality—on the ethical or aesthetic 
judgment that the prevailing distribution 
of wealth reveals a degree (and/or kind) 
of inequality which is distinctly evil or 
unlovely.” ® 


* The author is a lecturer at the Eliezer Kaplan 
School of Economics and Social Sciences, The Hebrew 
University, Jerusalem, Israel. 


1A critical examination of the various arguments 
for and against progressive taxation is brilliantly 
presented by Walter J. Blum and Harry Kalven, Jr. 
in The Uneasy Case for Progressive Taxation 
(Chicago: University of Chicago Press, 1953). 


2 The equal sacrifice approach, the equipropor- 
tionate sacrifice approach and the minimum sacrifice 
approach. Cf. John F. Due, Government Finance 
(Homewood: Richard D. Irwin, Inc., 1954) pp. 125- 
129. 


3 Personal Income Taxation (Chicago: University 
of Chicago Press, 1938), pp. 18-19. 


In other words the best justification 
for progressive taxation is the social 
value judgment that it is good taxation. 
Any value judgment, however, pre- 
supposes that there is no dispute as to 
the contents of what is judged. Yet, 
the meaning of progressive taxation, as 
we intend to demonstrate, is not at all 
as clear as it is supposed to be. 


Conceptual Difficulties of Progressive 
Taxation 


Since the case for progressive taxation 
rests upon the case against inequality of 
incomes and wealth, then a progressive 
tax, that is, a redistributive tax, should. 
by definition, be a tax that helps society 
to achieve a less unequal distribution of 
income. The first difficulty arises from 
the possible ambiguity of the very 
change in the distribution of income. 
Simon’s judgment that the prevailing 
distribution of income is evil does not 
provide us with a standard for a desir- 
able income distribution Suppose the 
pretax and posttax Lorenz curves of in- 
come distribution intersect each other, 
as they might, and sometimes do.* It 
is always possible, of course, to devise 
some coefficients of equality that will 
produce a definite answer, but such 


4Cf. Dudley Seers, “ Has the Distribution of In- 
come Become More Unequal?”, Bulletin of the Ox- 
ford University Institute of Statistics, Vol. 18 (Feb- 
ruary 1956) pp. 83-84. 
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answers will not necessarily be socially 
meaningful. 


“The degree of departure from absolute 
equality, however measured or stated, 
must itself be referred, if not explicitly, 
then in some vague way, to a standard of 
normal or justifiable concentration .. .” 5 


If “the amount of concentration, the 
amount of departure from a condition 
of uniform incomes, does not matter so 
much as does the particular form of the 
income distribution underlying the con- 
centration,” ° then a change in income 
distribution which is “ progressive” by 
the verdict of “ coefficients of equality ” 
might still be a change in the wrong 
direction. 

This point should not be overstated, 
yet it is important to realize that the 
principle of progressivity in taxation 
should be, at least occasionally, supple- 
mented with some other principles even 


if only the distributional aspects of 
taxation are considered.” 

Indeed most conceptual difficulties of 
progressive taxation are derived from 
the difficulties of the meaning of a 
change towards equality in the distribu- 


tion of income. Another difficulty of 
this latter concept ® is that the change 


5 Allyn A. Young, “ Do the Statistics of the Con- 
centration of Wealth in the United States Mean 
What They Are Commonly Assumed to Mean?”, 
quoted by Mary Jean Bowman in “A Graphical 
Analysis of Personal Income Distribution in the United 
States”, American Economic Association, Readings 
in Income Distribution (New York: Blakiston Co., 
1949) p. 97. 

6 Loc. cit. 


7 The standard of normal or justifiable concentra- 
tion of incomes, by which one should judge the 
distributional effects of taxation, is probably very 
much influenced by what is done with income by 
people in various income brackets. Cf. J. M. Keynes 
The Economic Consequences of the Peace (New 
York: Harcourt, Brace and Co., 1920) pp. 16-18. 

8 For a discussion of the statistical difficulties of 
measuring changes in income distribution, see Bow- 
man, op. cit., pp. 72-99. 
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in the distribution of income cannot be 
timeless. Is the desired effect on the 
distribution of income a short-run effect, 
a long-run effect, or an immediate effect? 

The very recognition, which is quite 
general, that some sort of averaging of 
incomes over time is needed when an 
income tax with a progressive rate 
structure is imposed on incomes that 
are realized in big lumps rather than 
continuously ® seems to imply that the 
goal of redistributive taxation is not an 
immediate effect on the distribution of 
income; otherwise no averaging would 
be needed. 

There are good reasons to believe that, 
within the institutional framework of 
private capitalism, the time dimension 
of the required change in the distribu- 
tion of income is not the long run either. 
It is often argued, and it does follow 
from its premises, that if the marginal 
propensity to save rises with income, 
and if the government has a low, if 
positive at all, propensity to save, pro- 
gressive taxation will decelerate the rate 
of capital accumulation and thus lower 
the future average real income below a 
level that could have been possible other- 
wise. Given the basic assumptions, this 
should happen as a result of the effect of 
progressive taxation on the size and dis- 
tribution of private purchasing power, 
even if such taxation had no announce- 
ment effects’? detrimental to invest- 
ment. Yet the effects of progressive 
taxation on the size of future national 
income, important as it is, will not be 
discussed here. Increased production 
(sometimes called economic develop- 


9 The defects of an annual accounting method, and 
miscellaneous averaging methods are discussed in 
detail by William Vickrey in his Agenda for Progres- 
sive Taxation (New York: Ronald Press, 1947) ch. 6. 


10 Announcement effects are the public finance 
equivalents of the more general substitution effects. 
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ment) and increased distributional 
equity are often competing goals in tax 
policy," yet this competition does not 
make any of these two ends less im- 
portant or less clear. Society has to de- 
cide whether the cost at the margin in 
terms of future production or increased 
distributional justice does or does not 
exceed the price it is ready to pay for it. 
The point here is that a smaller than 
otherwise capital stock implies, ceéeris 
paribus, a higher than otherwise mar- 
ginal productivity of capital which 
might have effects not only on the size 
of national income, but on the distribu- 
tion of income as well. 

If in the long run the tax on the 
saving groups might be shifted, then it 
is not precise to state the problem only 
in terms of equity vs. capital formation, 
for there might be a conflict between 
the short-run and the long-run dis- 
tributional equity. 


11 The conflict between the goals of more capital 
formation and of more distributional equity is a 
product of private capitalism (in contradistinction 
to state capitalism), where, in its pure form, the 
government does not participate in or even interfere 
intentionally with the investment process. Obviously, 
if the proceeds of taxation, however progressive it is, 
are invested by the government, the rate of capital 
accumulation would be accelerated, not decelerated, 
for, it is so assumed, the marginal propensity to save 
and to invest of the government would be unity. 
Direct investment by the government is not the 
only solution to the capital-formation vs. distribu- 
tional-equity dilemma. By means of a low-interest 
monetary policy, a highly progressive tax system and 
an overly balanced budget “a community can have 
full employment and it can at the same time have 
the rate of capital formation it wants, and it can 
accomplish all this compatibly with the degree of 
income distribution it ethically desires”. (Paul A. 
Samuelson, in Federal Tax Policy for Economic 
Growth and Stability, Hearings before the Subcom- 
mittee on Tax Policy of the Joint Economic Com- 
mittee, p. 179. See also pp. 177-179, 214-218). For, 
to repeat Professor Samuelson’s stimulating argument, 
there is more than one way to get the abstinence 
needed for capital formation. But each method im- 
plies a different institutional framework. This prob- 
lem deserves a thorough discussion which cannot be 
given to it here. 
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The dimension of the required change 
in the distribution of income could be 
the short run, which, would, however, 
be surprising. So many of the efforts 
of society are directed towards an im- 
provement in the welfare of future 
generations, and the prices paid are 
often, if not always, in terms of the 
welfare of the present generation. Is 
the distribution of income an exception? 
That is, when it comes to income dis- 
tribution is not the present generation 
ready to suffer a welfare loss for the 
benefit of future generations? 

To return to the main point; if con- 
flict might arise not only between pro- 
gressivity and other goals of taxation, 
but also between progressivity in the 
short run and progressivity in the long 
run, then lenient tax treatment of sav- 
ings, for example, is not necessarily non- 
progressive even if income is defined to 
include savings. 


Partial Progressivity 


Various taxes, or even some details in 
tax laws, are often criticized as regres- 
sive. But even if the purpose of pro- 
gressive taxation is to redistribute real 
income more equally, it does not follow 
at all that all its components should be 
progressive. There are many ways of 
achieving a given change in the distribu- 
tion of income. We shall refer to the 
set of tax systems which bring about a 
certain change in income distribution as 
an equiprogressive set.'* Between equi- 


12 And if the expenditure side of the budget is 
included in the picture, as it should, equiprogressive 
systems are fiscal systems that on the whole bring 
about a given change in income distribution. 

That the budget should be discussed as a whole 
was insisted upon by Antonio de Viti de Marco in 
his First Principles of Public Finance (London: Jona- 
than Cape, 1936) and more recently by James B. 
Buchanan, “ The Pure Theory of Government Fi- 
nance”, Journal of Political Economy, Vol. LVII 
(Dec., 1949) pp. 494-505. 
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progressive tax-sets, to say the obvious, 
one can choose on any ground but their 
distributional effects. 

Suppose the “will of society” has 
been determined and it is to move from 
Lorenz curve A to Lorenz curve B 
which represents a less unequal income 
distribution. If the distributional effects 
of government expenditures are ab- 
stracted from, taxation should be pro- 
gressive; yet it may include many re- 
gressive elements. To criticize such 
regressive elements because of their re- 
gressivity is, in this case, to disagree 
with “ the will of society.” True, it is 
useful to know how the final outcome 
is brought about, i.e. what are the pro- 
gressive and what are the regressive ele- 
ments in the system, but it is important 
to bear in mind that these “ conflict- 
ing ” elements are part and parcel of an 
equiprogressive taxation set. Exemp- 
tion of state and/or local bond interest, 
accelerated depreciation, percentage de- 
pletion, etc., might be regressive, but if 
they are undesirable it is not on account 
of their regressivity, for, if these special 
features of the system are abolished, 
other features of the system must be 
made less progressive. If, on the other 
hand, the critic is not happy with the 
level of progressivity, a higher level 
could be reached by many other ways, 
say, by steepening the progression of the 
rates.’® 

It is interesting that so much political 
energy is expended on discussing prob- 
lems like tax credits vs. tax deductions 
for dependents.** To insist on tax 


13 Economists will rarely criticize a rate structure 
because it is not “ progressive” enough, since they 
will usually realize that this is a matter for value- 
judgments. But to criticize, say, accelerated depreci- 
ation on distributional grounds is also an expression 
of a value judgment. 


14 This problem has turned into a quite important 
political issue in Israel, where tax credits substituted 
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credits instead of deductions in order 
to get rid of a regressive element in a 
progressive tax which is one of many 
taxes some of which are highly regres- 
sive is no more “ logical ” than to argue 
for a “regressive” rate structure in 
order to turn the deductions into “ pro- 
gressive” components of the system. 
The concept of “ equiprogressive ” fis- 
cal sets might provide a framework for 
a truly economic analysis of alternative 
tax systems. On the matter of choice 
between non-equiprogressive sets, the 
economist, as an economist, has little 
valuable to say. If, however, the de- 


sired over-all impact on the distribu- 
tion of income is explicitly specified, 
the economist should be able to advise 
tax legislators on the economic way to 
achieve this aim, for example, on the 
roles that should be played by direct 
and indirect taxes, and the best struc- 


ture of each tax. It is certainly legiti- 
mate to ask whether the degree of 
progressivity achieved by some tax sys- 
tems could not also be achieved by 


somewhat less progressive income taxes 


and somewhat more progressive outlay 
taxes, and whether on grounds other 





for almost all tax deductions until a turnabout in 
1957. 

Incidentally, when deductions are used, the balance 
of the tax paid by a bachelor over the tax paid by a 
head of a family earning the same income, rises as 
income rises. ‘This seems to be as it should, for the 
only purpose of deductions (or tax credits) is to 
make allowance for differences in ability to pay 
caused by difference in the bers of dependents; 
yet this increasing-with-income excess tax on a 
bachelor is only a mirror reflection of the alleged 
regressivity of tax deductions. 

I owe this point, and a clarification of the whole 
problem of tax credits vs. tax deductions, to Mr. 
Yoram Haroé. Mr. Haroé stresses that deductions 
for dependents are not subsidies, reductions or other 
deviations from the principle of “ ability to pay.” 
If no deductions (or tax credits) were given for 
dependents, bachelors would get an unjustified tax 
abatement. 
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than those of equity such an alterna- 
tive system might not be superior? 


The Taxable Capacity of Progressive 
Taxes 

The “ partial-progressivity ” approach 
towards separate taxes is misleading not 
only because it is illegitimate to judge 
details of the fiscal system according to 
criteria which are relevant only to the 
system as a whole, but also because 
some supposedly progressive elements in 
the fiscal system might render the total 
system less progressive than otherwise. 
This might happen if the use of some 
“* progressive details” in the fiscal sys- 
tem decrease its revenue potential. Sup- 
pose that the progressivity of an income 
tax decreases its capacity as a revenue 
producer compared to, say, a propor- 
tional income tax; suppose also that a 
regressive excise is imposed, so that the 
excise and the progressive income tax 
will bring in the same tax revenues that 
the proportional income tax could have 
produced alone. In what sense is the 
progressive tax progressive? 

All this is hypothetical, yet impor- 
tant. The income tax is the strongest 
element of progressivity in most tax 
systems. When its capacity *° is reached, 
new taxes imposed will hardly be as 
progressive, if mot even regressive. 
Since government expenditures in prac- 
tice are always higher than the revenues 
from income tax and resort is taken to 
other taxes, it is relevant and important 
to ask whether the progressivity of the 
income tax decreases or increases its 
capacity as a revenue producer. 

Opinions differ on this matter. With 
respect to the excess-profits tax, for 


15 A tax will reach its capacity when the marginal 
social costs involved in collecting one more pound by 
means of this tax exceed the marginal social costs of 
doing so by other means of finance. 
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example, some economists have argued 
that “‘a proportional levy yields less 
revenue than a progressive one,” * 
while others have said that it is obvious 
that progressive taxation implies a sacri- 
fice for the treasury."* These contra- 
dicting views refer to progression in the 
rate structure. Those who believe that 
a progressive income tax yields more 
money than a proportional income tax, 
stress the purchasing power effects of 
taxation: the government cannot and 
should not impose tax rates on the 
lower-income groups which will push 
them below the subsistence level. Very 
few government expenditures are im- 
portant enough to justify cutting into 
the low standards of living of the very 
poor. A proportional tax would there- 
fore impose a rather low rate on every- 
one, dictated by the purchasing-power 
effects of the tax on low income groups, 
and its taxable capacity will thus be 
lower than that of a progressive levy’s. 
The opposite view stresses the announce- 
ment effects of taxation. There must be 
a certain high marginal rate beyond 
which the announcement effects of tax- 
ation offset its anti-inflationary purchas- 
ing-power effects through their influ- 
ence on incentives to effort and spending. 
This marginal rate is certainly well be- 
low 100 per cent. Since this maximum 
rate, if imposed at all, must—where 
there are quite a few income brackets 
and where marginal rates rise from one 
income bracket to another—be limited 
to the very highest income groups, lower 
(but still very high!) income groups 
will pay a lower rate although those in- 

16 Cf. M. H. Gopal, The Theory of Excess Profits 


Taxation, (Bureau of Economic Research, Vanvillas 
Mohalla, Mysore, 1947), p. 57. 


17 Cf. J. R. Hicks, U. K. Hicks, C. Rostas, The 
Taxation of War Wealth (Oxford: Clarendon Press, 
1941) p. 47. 
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come groups could have paid more in 
the sense that the sacrifices, both private 
and social, involved in their paying more 
income taxes would have been less than 
the sacrifices imposed by the most costly 
existing taxes that could otherwise have 
been abolished. 

The question whether progression in- 
creases or decreases the capacity of an 
income tax cannot be answered a priori. 
But certainly capacity would be at its 
highest if progression were slower and 
only a few marginal rates were imposed: 
a low rate on low income groups, where 
the purchasing power effects are domi- 
nant as the limiting factor; a high rate, 
determined by undesirable announce- 
ment effects, on high and very high 
incomes; and possibly another rate in- 
between. Such an income tax would be 
much less progressive in itself than an 
income tax with almost continuously 
rising marginal rates. This conclusion 
does not necessarily hold true, however, 
if this latter tax is not the only one in 
the fiscal system; in a way its very pro- 
gressivity may be at least partially re- 
sponsible for the concomitant use of 
other much less progressive taxes. 

As a matter of fact, a quick progres- 
sion in rates might turn the income tax 
itself into a less progressive fiscal instru- 
ment if this very progression necessitates 
special treatment of some kinds of in- 
come. As long as averaging of incomes 
for tax purposes is considered to be be- 
yond the administrative ability of the 
internal revenue office, the exemption or 
lenient tax treatment of real capital 
gains, for instance, is defended best by 
referring to the progression in the rates 
and the lumpy nature of such incomes. 
In other words, the case for taxing 
capital gains differently from other 
kinds of income would be much weaker 
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if the rate structure were proportional. 
The trouble is that even a proportional 
rate imposed on capital gains only would 
apparently make a good progressive tax. 
Capital gains are not the only example. 
To a large extent the same is true of 
corporate savings. Because of the pro- 
gression in the rate structure of the 
individual income tax, corporate savings 
are nowhere taxed according to the 
“partnership method,” that is, accord- 
ing to each shareholder’s ability to pay. 
Let us add that if progression tends 
to narrow the tax base, then it also tends 
to diminish the “ surplus” or “ rent” 
element in the tax payment. If a defi- 
nition of income for tax purposes could 
possibly include psychological “ in- 
come ” from leisure and liquidity as well 
as money income from whatever source, 
there would be almost no way to avoid 
the tax; it would have no announce- 
ment or substitution effects. Such a 
definition of income is, obviously, im- 
practical for tax purposes. We men- 
tion it here only to stress the importance 
of a broad definition of the tax base. 
The importance of an exemption of 
capital gains, for instance, does not rest 
only on the abatement granted to those 
who have real capital gains, but also, if 
not mainly, on the possibilities of either 
“ translating ” other incomes into capital 
gains or of directing resources towards 
activities with prospects of capital gains. 
These possibilities are not open to the 
same extent to all income groups. 


The Relativity of Progressive Taxation 


Progressive taxation is a relative con- 
cept. Let us give some examples of its 
relativity. 

In the hope that inflation will trans- 
fer resources to the high income groups 
and thus, if the marginal propensity to 
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save increases with income, increase sav- 
ings, a deliberate inflation might be at- 
tempted. The amount of income to be 
transferred from consumers to private 
investors is determined, in the absence 
of an income tax, by the level of the 
desired investment and the investors’ 
marginal propensity to invest. If busi- 
nessmen tend to invest a quarter of any 
increase in their incomes, these incomes 
will have to be increased by four times 
the amount of the investment target. 
But if there is a marginal income tax of 
50 per cent on these incomes, for in- 
stance, the increase in the income of 
profit-receivers would have to be eight 
times the investment target, and if the 
rate of income tax is 75 per cent, six- 
teen times the investment target Thus 
the more progressive the income tax, the 
greater the required transfer of income 
from the “poor” to the “rich,” or 
alternatively, the more regressive the 
entire fiscal policy that will be required 
if the investment targets are to be 
reached through private investment. 
The lesson of this example is probably 
too clear; it does not make sense to fol- 
low two contradictory policies at the 
same time. A more equal distribution 
of income is either a policy target or it 
is not. If it is not, but lip service is 
paid to it in the form of a progressive 
tax, no improvement in the distribution 
of income will occur. 

The second example deals with a kind 
of a repressed inflation where there is a 
relatively bigger gap in the commodity 
market than in the factor market.’® 
Suppose the government attempts to 
close the gaps by imposing indirect 
taxes both on commodities and on em- 

18In the sense that actual prices are relatively 


further below equilibrium prices in the commodity 
market than in the factor market. 
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ployment. In many circumstances this 
would be a reasonable policy. Would 
it be a progressive policy? The tax on 
employment, completely absorbed by 
employers in a regime of rigid price con- 
trols, is probably a progressive tax. The 
indirect taxes on commodities might be 
truly regressive, for backward shifting 
is improbable under conditions of excess 
demand for the factors of production. 
The progressivity of the policy as a 
whole thus depends on the relative im- 
portance of the progressive and regres- 
sive elements. In our case, however, the 
regressive elements may predominate, 
for, as assumed, there is a greater dis- 
equilibrium in the commodity market 
than in the factor market. But a 
greater disequilibrium in the commodity 
market means that when the prices of 
commodities and of wages were arbi- 
trarily fixed by the authorities, the real 
tax imposed on employers in the form 
of controlled prices was relatively higher 
than the real tax imposed on employ- 
ees. In other words, if the distortion 
of the wage-price relationship caused by 
repressed inflation is progressive, then 
the remedy to this distortion by itself 
must be regressive. A progressive fiscal 
system cannot offset, so to say, progres- 
sive distortions. But distortions, pro- 
gressive or not have to be cancelled. 
A third, and last, example of the 
relativity of progressive taxation is a 
custom duty imposed on a commodity 
the imports of which are regulated by 
an effective quota; that is, the amount 
demanded of this commodity at world 
prices and at the current (fixed) offi- 
cial exchange rate exceeds the amount 
supplied—the quota. Such a custom 


duty, if it is not higher than the differ- 
ence between world prices in local cur- 
rency and the local equilibrium price, 
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will not raise prices at all but, instead, 
will reduce the excessive profits of the 
importers. This brings us to the really 
obvious argument that nothing can be 
said about the distributional effects of 
taxes if their incidence is unknown. 


Progressive Taxation and the Incidence 
of Taxes 


Everybody who supports progressive 
taxation as a practical formula and not 
only as an unobliging “ good principle ” 
must have some notion of what he be- 
lieves the pattern of incidence to be. 
The most common view is that indirect 
taxes are shifted forward to consumers, 
while direct taxes are not shifted at all; 
the social accountant’s arbitrary assump- 
tions as to the incidence of the various 
taxes are taken as the best approxima- 
tion of reality. That these assumptions 
are arbitrary has been long recognized. 
As demonstrated by A. R. Prest,’® 
however, these assumptions are also in- 
consistent. Except for the limiting case 
of completely inelastic demand, the 
theoretical condition for complete for- 
ward shifting of an indirect tax is that 
supply must be infinitely elastic; if that 
tax is a general tax on all, or almost all, 
goods and services, complete shifting of 
the tax must imply a perfectly elastic 
supply of all goods and services. The 
assumption of a perfectly elastic supply 
of all goods and services not only con- 
tradicts the assumption that the supply 
of all factors is completely inelastic, 
which is behind the conclusion that 
direct taxes are not shifted at all, but it 
also implies that there is no economic 
scarcity. Indeed it is difficult to 
imagine to whom a truly general tax 


might be shifted. 


19 A. R. Prest, “Statistical Calculations of Tax 
Burdens ”, Economica, Vol. XXII (Aug., 1955) pp. 
234-245. 
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It should be stressed, however, that 
the issue is not whether indirect taxes 
raise the absolute price level, for this 
is a matter of monetary assumptions. If 
the supply of money is constant, no 
change in the fiscal system which does 
not involve an increase in the velocity of 
money can increase the price level. 
Changes in money supply have incidence 
of their own, but changes in the aver- 
age price level have very little to do with 
the incidence of taxation, which is a 
function of changes in relative prices.”° 
And this is the main point: the whole 
question of the distribution of the bur- 
den of taxes between consumers and 
producers is relevant and meaningful 
only for partial taxes. Rolph is right 
when arguing ** that the alleged rise in 
the prices of taxed commodities must be 
caused by a decrease in their supply 
which, if unemployment is ruled out, 
implies an increase in the supplies of tax- 
free commodities and a decrease in their 
prices. He is also right in arguing that 
if all goods and services are subject to a 
general and proportional outlay tax, its 
incidence will be exactly like that of a 
proportional income tax. But his ap- 
parently startling conclusions only stress 
the irrelevancy of the absolute price 
level for the problem of tax incidence. 
Disregarding monetary assumptions, par- 
tial, and therefore discriminating, outlay 
taxes will increase the price of taxed 
goods relative to that of tax-free prod- 
ucts and will reduce the earnings of fac- 
tors with a comparative advantage in 
the production of taxed products rela- 
tive to factors with a comparative ad- 


20Cf. R. A. Musgrave’s illuminating “On In- 
cidence”, Journal of Political Economy, Vol. LXI 
(August 1953) pp. 306-323. 


21 Earl R. Rolph, The Theory of Fiscal Economics 
(Berkeley: University of California Press, 1954) chs. 
6, 7. 
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vantage in the production of tax-free 
products. 

The common assumption that outlay 
taxes are shifted forward, and there- 
fore regressive, implies the belief that 
incidence in such cases depends mainly 
on changes in relative product prices 
rather than on changes in relative factor 
money incomes, that is, that the supply 
of the factors of production employed 
in producing the taxed goods is highly 
elastic. If this belief is wrong, which is 
at least conceivable, then it is at least 
possible that some forms of taxation 
publicized as progressive, are not so at 
all, and that some allegedly regressive 
taxes are not truly so. Isa tax on bread, 
for example, truly regressive? There 
seems very little doubt that the propor- 
tion of income spent on bread falls as in- 
come rises. It is conceivable—and this 
is a matter that could easily be checked 
—that even the total amount of money 
spent on bread falls as income rises. An 
excise on bread is thus highly regressive, 
possibly more regressive than a poll tax. 
But suppose a part of the tax is shifted 
backwards to the more specific factors 
employed in the production of wheat, 
and suppose these factors of production 
are owned mainly by rich men, and sup- 
pose the tax reduces not only their cur- 
rent incomes, but the values of their 
properties—land, for instance—as well? 

Samuelson and Stolper, in a by-now 
classical article,?? have demonstrated 
that free trade lowers not only the rela- 
tive but also the absolute real income of 
the scarce factors of production. Pro- 
tection, say by custom duties, will in- 
crease the real income of the scarce fac- 


22 Wolfgang F. Stolper and Paul A. Samuelson: 
“ Protection and Real Wages”, reprinted in American 
Economic Association, Readings in the Theory of In- 
ternational Trade (New York: Blakiston Co., 1949) 
pp. 333-357. 
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tors and, necessarily, lower the real in- 
come of the abundant factors. Will 
protection or free trade bring about a 
better distribution of income? A gen- 
eral answer to this question cannot be 
given, for there is no necessary relation- 
ship between the relative scarcity of a 
factor of production and the relative 
position of its owners in the scale of in- 
come distribution. The possibility re- 
mains, though, that a custom duty on 
wheat might improve the distribution of 
income, and thus, by definition, be pro- 
gressive. Backward shifting of a domes- 
tic excise might bring the same results. 


Misunderstandings of the Idea 
of Progressive Taxation 


Progressivity should be distinguished 
from progression.** A rise in the aver- 
age tax rate when the tax base rises is a 
necessary property of progression, but it 
has no intrinsic relationship with pro- 
gressive taxation, that is, redistributive 
taxation. If the tax base is, for example, 
the number of dependents in the tax- 
payer’s family or the number of loaves 
of bread consumed, then, obviously the 
quicker the progression of the rates, the 
greater the regressivity of the tax in the 
substantial, rather than technical, mean- 
ing of the word.™* 

Truly, a tax system cannot be pro- 
gressive unless the percentage of incomes 
paid in taxes varies directly with income, 
but, of course, this does not mean that 


23 For discussion of the various definitions of pro- 
gression and of methods of measuring it, see R. A. 
Musgrave and Thun Thin “Income Tax Progression, 
1929-48”, Journal of Political Economy, Vol. LVI, 
(Dec., 1948) pp. 498-514. But this highly useful 
article probably contributed to the confusion of pro- 
gression with progressivity mainly by the juxtaposi- 
tion of “ Effective Progression ”"—which is a measure 
of progressivity—and measures of progression like 
Average Rate Progression and Liability Progression. 


24 Cf. Blum and Kalven, op. cit., p. 3 fn. 
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progression of statutory rates is a neces- 
sary feature of progressive taxation. 
The quite common tendency to define 
progressive taxation in terms of rate 
structures, and thus to impart political 
importance to a technique, is due, it 
seems to us, to an association to the 
point of identification of a progressive 
tax with an income tax; *° progression of 
rates seems to be the very essence of the 
progressive income tax. 

But even if the tax base is income, 
progression of the statutory rates does 
not guarantee the progressivity of the 
tax. The tax clearly is not progressive 
if the definition of income as the tax 
base is “‘ regressive,” that is, if a propor- 
tional tax imposed on this base would 
make the distribution of purchasing- 
power less equal. The political stress on 
the rate aspect rather than the base as- 
pect of a progressive income tax is, prob- 
ably, at least partly responsible for the 
excessively high top marginal rates in, 
say, the United Kingdom and the United 
States and to the regressive erosion of 
their tax bases by the growth of real or 
alleged loopholes, escapes, special exemp- 
tions, exceptions, preferential treatment 
and leakages.”® 


25 Direct taxation as a whole seems to benefit from 
the halo bestowed by most societies on progressive 
taxation. Otherwise it would be rather difficult to 
explain why legislative and executive bodies, almost 
everywhere, seem to derive satisfaction that borders 
on pride whenever the proportion of revenue from 
direct taxes to total revenue rises. For none of the 
existing definitions of direct and indirect taxes im- 
plies that one category of taxes is superior to the 
other. 


26 For a discussion of the fiscal significance of the 
erosion of the base of the individual and of the 
corporate income tax in the United States, see Joseph 
A. Pechman, “ The Individual Income Tax Base”, 
and William F. Hellmuth Jr., “ Erosion of the Fed- 
eral Corporation Income Tax Base”, in the 1955 
Procecdings of the National Tax Association (Sacra- 
mento, 1956) pp. 304-350. See also Federal Tax 
Policy for Economic Growth and Stability, Hearings 
before the Subcommittee on Tax Policy of the Joint 
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Mixing up progression and progressiv- 
ity is bad enough, but it is even worse to 
mix up progressivity with a “ moral ” at- 
titude towards taxation in general. The 
following example seems to be typical of 
the latter case. 

While the rates of an income tax are 
fixed by the legislative authorities, rates 
of indirect taxes are often much more 
flexible, since the executive body is given 
some freedom to adjust these rates if it 
seems wise to do so. This has great ad- 
vantages, since a legislative change of 
rates is something which, at best, con- 
sumes a lot of time and effort, and since 
economic outlooks do change frequently. 
If our impressions are correct, however, 
changes which are due to changes in the 
economic outlook, are usually legislative 
changes, not administrative ones. The 
tax administrator’s job as he sees it is not 
to prevent excess effective demand or 
supply. There are, of course, other offi- 
cials in the executive department whose 
job it is to do just that; but if these lat- 
ter administrators wish to change the 
rates of indirect taxes, they too would 
most commonly attempt to achieve their 
purpose by convincing the legislative 
body. Tax administrators, on the other 
hand, might change the rates, if they are 
allowed to do so, if they are confronted 
with personal pressure. Such pressure 
could possibly come from consumers; 
but since consumers are not usually or- 
ganized, and since they are not in any 
direct contact with the administration 
of indirect taxes, they could express 
their displeasure only in a way that 
necessarily must influence a legislator 
more than a tax administrator. Not so 
if the pressure comes from people in di- 





Economic Committee, pp. 231-277. For the British 
experience see, for example Royal Commission on the 
Taxation of Profits and Income, Final Report (Cmd. 
9474), pp. 362-363. 
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rect contact with the tax administrators, 
i.e., producers and distributors; the tax 
administrator often may yield to pres- 
sure from these sources. Yet as a con- 
scientious official he is in need of a ra- 
tionalization; he must be sure that he 
was right when compromising. As a 
good citizen, he too was brought up on 
the values of his society, and he too 
probably believes that taxation should 
be according to ability to pay. He 
knows very little of the ability to pay 
of consumers, but as far as producers are 
concerned, balance sheets, statements of 
profit and loss, cost accounts, and so on 
are available. Naturally the first ques- 
tion that strikes his mind is this: Could 
this producer absorb an additional tax? 
Is it mecessary to lower the tax rate on 
his commodity? The answers to such 
questions seem to depend, if not on the 
producer’s total ability to pay, then at 
least on his income derived from the 
particular line of production involved. 
Thus a highly profitable firm or indus- 
try stands little chance in its endeavours 
to cut the indirect taxes on the com- 
modities which they produce. Adminis- 
trators of indirect taxes thus unknow- 
ingly administer an excess-profits tax of 
their own. Efficient firms and indus- 


tries are penalized, inefficient ones sub- 
sidized. The production of monopolies, 
which should be expanded to improve 
the allocation of resources, is curtailed 
by indirect taxes for the very simple 
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reason that monopolies have certainly 
more ability to pay. Risky enterprises 
are discouraged, for, if successful, they 
ave a high ability to pay. The price 
mechanism is severely handicapped in its 
main job: to redirect resources continu- 
ously. All this is done in very good 
faith indeed, and in the name of pro- 
gressive taxation. 


Conclusion 


The conclusion of this paper is not 
that progressive taxation is desirable or 
undesirable. Our starting point was 
that progressive taxation is desired, and 
that this wish for progressive taxation, 
or for a more equal distribution of in- 
come, needs no justification. There is a 
demand for progressive taxation which, 
like the demand for any commodity or 
service if there is some consumers’ sover- 
eignty, must be supplied to some extent. 
We have tried to demonstrate, instead, 
that progressive taxation is not a very 
clear concept. Whether a tax is truly 
progressive depends on its rate structure, 
its tax base, the time period considered, 
the incidence of the tax, the institutional 
framework of society, the size and na- 
ture of government expenditures, other 
goals to be achieved, and various other 
factors that we have probably neglected 
to list. ‘“‘ Consumers” of progressive 
taxation should take care that what they 
get is what they asked for. 





PROPERTY TAXATION IN KANSAS, 
AN HISTORICAL ANALYSIS 


LAWRENCE A. LEONARD ! 


HIS article summarizes the history 

of property taxation in Kansas— 

the law, its administration, reform at- 
tempts, and the changing role of the tax 
in the Kansas revenue system. After the 
historical analysis, suggestions are offered 
to revise various legal and administra- 
tive aspects of the tax in recognition of 
basic economic and administrative ad- 
vances of the last several decades. The 


theoretical and administrative problems 
studied are similar to those existing in a 
majority of states. Therefore it is hoped 
that the analysis and conclusions pre- 
sented here may be of fairly wide appli- 


cability. 


I, HISTORY AND ANALYSIS 


Law 


From 1876 until 1955, the law in re- 
gard to assessment of property by local 
governments remained fundamentally 
unchanged, save for a short-lived reform 
of 1907-1908 and a few exceptions 
which are discussed later. Township 
trustees, elected biennially, were ex of- 
ficio township assessors. For first and 


1 This article is based primarily on a series of re- 
ports made in 1953-55 when the author was Chief of 
the Division of Research and Statistics, Kansas State 
Commission of Revenue and Taxation, and on the 
doctoral thesis, ‘‘ The Taxation of Property in Kan- 
sas, 1855-1955,” submitted at Cornell University in 
June 1956. The author is now an agricultural econ- 
omist with the Farm Economics Research Division, 
Agricultural Research Service, U. S. Department of 
Agriculture, Washington, D. C. The factual sum- 
mary and opinions expressed are solely the author’s 
responsibility. 


second class cities deputy assessors were 
appointees, on a biennial basis, of the 
county assessors. Except for the re- 
placement of the ex officio State assess- 
ment board by the first State Tax Com- 
mission in 1907, and the successive com- 
missions established in 1925, 1929, and 
1939, the law of 1876 pertaining to as- 
sessment by the State also remained es- 
sentially unchanged until the revisions 
of 1955 and 1957. 

The portions of the 1907 reform that 
escaped the legislative reaction of 1909 
are still theoretically important. That 
is, the powers granted to the State Tax 
Commission and its successors in regard 
to the supervision, review, and equaliza- 
tion of local assessment, could be the 
basis for a program to achieve consider- 
ably more equitable local assessments. 

Thus since 1876, approximately 3,000 
township and city assessors—only nomi- 
nally supervised by the county assessors, 
and since 1907 by the successive State 
Tax Commissions and present Depart- 
ment of Property Valuation—have been 
responsible for the local assessment of 
property. Personal property has been 
assessed “‘ as of March 1 ” of each year, 
with the actual assessment process re- 
quiring approximately a month. Until 
1918, real estate was assessed biennially, 
and from that year until 1956, quadren- 
nially. Although the legal goal of the 
assessor has been the determination of 
“ true ” or “ market value ” of all prop- 
erty, the law has never defined and still 
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does not indicate operational procedures 
for determining true value.” 

Revisions enacted in 1955, which 
went into effect on January 1, 1956, and 
of April, 1957, effective July 1 of that 
year, can be characterized as now of 
theoretical importance and potentially 
of great practical importance, but prob- 
ably inadequate as a basis for equitable 
assessment in the near future. The 
revisions that granted power to the 
county assessors to assess property annu- 
ally could be the basis for an advance 
toward greater equity in assessment. 
But the lack of revision of the method 
of selection of county assessors, as well 
as the retention of township trustees as 
assessors’ deputies, and the defeat of the 
greater part of the reform proposals 
of 1955 do not portend assessment im- 
provements of major significance. How- 
ever, the requirement enacted in 1955 
that the State Commission of Revenue 
and Taxation shall prepare and furnish 
personal property assessment manuals 
provides a basis for improvement in local 
assessment of this important class of 
property. And the revision of 1957, 
particularly the requirement that the 
new Department of Property Tax Valu- 
ation “ devise and prescribe uniform as- 
sessments forms and records . . .” and 
“render all assistance possible toward 
uniform assessment within the county 
and throughout the state ” lays the basis 
for substantial improvements in assess- 
ment. 


Ad ministration 


Opponents of attempts to reform the 
law on property taxation have long 
pointed to the existing legal powers and 


2 Admittedly, for certain classes of property, realis- 
tic and operational definitions of true values are per- 
haps impossible goals. A suggestion for a method of 
handling such properties is made in the following 
section. 
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duties of the successive state tax depart- 
ments and concluded that, “It is not 
the law, but the administration that’s at 
fault.” A more valid conclusion, in the 
author’s opinion, is that both law and 
administration are in need of additional 
repair and modernization. 

Throughout the history of the ad- 
ministration of the Kansas property tax 
law (1855 to 1958) it is highly improba- 
ble that the total assessed valuation ever 
corresponded to the legal mandate of 
true valuation. According to estimates 
of the U. S. Bureau of the Census, the 
ratio of the assessed value of all taxable 
property to its true value declined from 
72 per cent in 1860 to 17 per cent in 
1904. Following the assessment reform 
of 1907-08, the same source indicates 
that in 1912 the ratio was 65 per cent.® 
Although data for some of the years are 
lacking, the available evidence indicates 
that between 1912 and 1929, assessment 
ratios of locally assessed real estate re- 
mained at about 60 to 70 per cent. The 
depression of 1929-39, with its effect on 
market valuations of all classes of prop- 
erty, was the major factor in raising the 
assessment ratio of locally assessed real 
estate to approximately 75 to 80 per 
cent. With the coming of economic 
prosperity and inflation in World War 
II and the postwar years, market valu- 
ations increased rapidly, assessments re- 
mained relatively unchanged, and as a 
result assessment ratios of locally as- 
sessed real estate dropped to 22 per cent 
by 1957.4 

Further, and more important from 
the viewpoint of equity, it is clear from 
the incomplete but considerable evidence 
available that no assessment of the last 
100 years has attained even approximate 

3U. S. Bureau of the Census, Wealth, Debt, and 
Taxation, 1913, p. 26 and p. 749. 


4 Property Valuation Department, Real Estate As- 
sessment Ratio Study, 1957, p. 6. 
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equality of assessment between state or 
locally assessed properties, individual 
properties, classes of property, or geo- 
graphic locations. The nearly universal 
rule has been inequality and regressivity. 
The properties with the highest sales 
values, both total and per physical unit 
of property, tended to be relatively un- 
der assessed. 

The available evidence suggests that 
the use of the techniques of review and 
equalization has done little to correct 
the inequalities of original assessment, 
and in fact may at times have brought 
about greater rather than less inequality. 

The major reasons for these assessment 
conditions have been (1) political and 
administrative—the lack of organization 
implicit in the existence of some 3,000 
poorly trained, poorly coordinated, and 
inadequately paid local assessors, most of 
whom are elected biennially, and (2) 
economic-fiscal—the variation in wealth 
within local governmental units in rela- 
tion to expenditure programs. An addi- 
tional important factor is the public’s 
lack of knowledge of, or indifference to, 
the inequality of assessments. Evidently 
this indifference is at least partly 
founded on the feeling that “ imperfect 
property tax administration is the price 
of local democracy.” No doubt it has 
also been based on individual satisfaction 
with property assessments of 60, 50, or 
40 per cent of current market values, 
apparently not realizing that average as- 
sessments for the township or county 
might be only 30, 20, or even 10 per 
cent of market value. 

The provision for review of assess- 
ments has served as an escape valve by 
which property owners may obtain in- 
dividual relief. Also, the typical prop- 
erty owner, aware of the existence of 
county and state “ boards of equaliza- 
tion” (since 1957, the State Board of 
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Tax Appeals) which are required by 
law to approve and certify all assess- 
ments as “ equalized ”, may assume that 
such is the case in fact. 

Another important reason for the in- 
equitable assessment of property is the 
desire of taxpayers to economize on the 
cost of assessment. This in the past has 
resulted in inadequate salaries for assess- 
ment personnel and insufficient expendi- 
tures for such tools of assessment as 
maps, inventory systems, and so on. 


Reform Attempts 


The history of property taxation in 
Kansas has witnessed the periodic at- 
tempts of a small number of academic 
tax specialists, governmental officials, 
and a few other citizens and organiza- 
tions to revise the law and its adminis- 
tration to attain the major goal of ap- 
proximate equality of assessments. In 
the main, they have been unsuccessful.® 

The basic recommendations that fol- 
low have been made repeatedly, with 
some variations in detail, by the leaders 
of a minority that favors significant re- 
form. (1) The counties, rather than 
the townships or cities, should be the 
basic administrative units for local as- 
sessment; corollary to this requirement 
is the granting of the full responsibility 
of assessment to the county assessors in- 
cluding the power to appoint their as- 
sistants.© (2) The selection of the 


5 Their more important successes were the introduc- 
tion of the principle of state assessment of railroad 
property in 1876, the creation of the first permanent 
State Tax Commission in 1907, the classification of 
intangibles in 1924, the provision that real estate as 
well as personal property shall be assessed on an an- 
nual basis and the nominal transfer of the assessment 
power on the local scene from the township trustee 
and the city assessor to the county assessor in 1955, 
and the above noted revisions of 1957. 


6 As noted, the law of 1955 gave the county as- 
sessor the legal power to make the local assessments 
but, under present circumstances, this power is in- 
adequate. 
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county assessor (or as some have sug- 
gested, a three-man board of assessors) 
should be by nonpolitical appointment 
rather than by election. He (or they) 
should be selected solely on the basis of 
ability to assess property equitably. (3) 
The assessors and boards of review and 
equalization, both local and state, should 
receive financial support requisite to the 
efficient performance of assessment, re- 
view, and equalization. (4) The state 
should be more active in carrying out its 
present legal duty of supervising local 
assessment, such as providing aid in 
valuing the more complex utility and 
business properties.’ (5) State assess- 
ment should be greatly improved. This 
could be done by establishing a profes- 
sional assessing organization of engineers, 
accountants, appraisers, and other tech- 
nicians. The Kansas Citizens Commis- 


sion on Assessment Equalization in its 
report to the legislature of 1955 empha- 


sized this last measure and further sug- 
gested that a Property Tax Valuation 
Department be established independent 
of the Kansas State Commission of Reve- 
nue and Taxation. The 1957 reform 
appears to lay the statutory basis for the 
establishment of a highly competent state 
assessment organization. 

The factors responsible for the re- 
peated legislative rejections of reform 
programs are complex, and the resulting 
problem of obtaining significant reform 
has been exceedingly difficult. Perhaps 
as important as any other factor has 
been the widespread feeling that the 
property tax has been such an integral 
part of the American democratic way of 


7 This recommendation was followed only partially 
by the statutory provision of 1955 that the Kansas 
State Commission of Revenue and Taxation replace 
the unofficial “suggested values” prepared by the 
County Clerks Associations with manuals to aid in 
the assessment of locally assessed personal property. 
The 1957 law, however, evidently constitutes a long 
step toward this goal. 
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life that any major reorganization of 
the local administration of the tax is 
somehow “ undemocratic.” As a result 
of this belief, the efforts of the propo- 
nents of reform have been strongly and 
usually successfully resisted. 


The Changing Réle of Property 
Taxation in the Kansas 
Revenue System 


Throughout the history of the Terri- 
tory and State of Kansas, property taxes 
have provided the greater part of local 
revenues. During the Civil War and 
the immediate postwar years, although 
exact information is lacking, probably 
90 to 98 per cent of local revenues were 
derived from this tax. According to the 
U. S. Bureau of the Census, by 1902 
property taxation still produced some 
81 per cent of local revenues, and the 
greater part of the balance came from 
local fees and franchises. Following the 
depression of 1924 and the more serious 
depression of the 1930’s, there was an 
accelerated movement away from the tax 
by the local governments as other reve- 
nue sources increased in importance. 

For the state government, the move- 
ment away from the use of the property 
tax began earlier and proceeded more 
drastically. Until late in the 19th cen- 
tury, the property tax had been practi- 
cally the only source of state revenue. 
But with the introduction of new taxes ® 
the rdle of the state property tax de- 
clined to relatively minor importance. 
By fiscal year 1958, for example, prop- 
erty taxes yielded less than § per cent of 
the state tax revenues. 


8 The insurance premium tax in 1871, the inherit- 
ance tax in 1907, the motor vehicle registration tax 
in 1913, the motor fuel tax in 1925, the individual 
and corporation income tax and the motor carrier 
ton-mileage tax in 1933, the sales and compensating 
taxes in 1937, and—with the repeal of State prohibi- 
tion—the alcoholic liquor tax and the liquor-enforce- 
ment tax in 1949. 
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In 1953, however, according to U. S. 
Census Bureau estimates, property taxes 
comprised 41 per cent of aggregate state 
and local revenues in Kansas (tax and 
nontax). Thus the position of the prop- 
erty tax in the State and local tax sys- 
tems has diminished greatly in the last 
half century, but the tax is still impor- 
tant for local governments. This can 
be seen also by a comparison of total 
state and local property tax collections 
in 1954 (more than $185 million) and 
the amount (less than $127 million) 
yielded by all state nonproperty taxes.° 

What factors account for this greatly 
diminished role of the property tax in 
the overall Kansas tax system? Why, 
however, does it still play an important 
part for the local units? The basic an- 
swers to these questions are to be found 
by examining changing economic, politi- 
cal,. and sociological relationships and 


the increasing secular trend of govern- 
ment expenditures. 

Economic factors, acting both directly 
and indirectly, were the chief determi- 


nants. The rapidly and continually 
changing patterns of rural and urban 
production, distribution, and consump- 
tion affected directly the economic foun- 
dation of the property tax base as well 
as the administration of the tax. In- 
directly, these same economic changes 
affected the tax through a series of re- 
actions in the political and sociological 
spheres. 

The secular economic trend in the 
United States in the last century has 
been the shift from an agrarian to an 
increasingly urban economy, though 
Kansas has lagged behind the nation in 
this regard. Seen in retrospect, it is 
evident that to a great extent the prop- 
erty tax was the product of and par- 

9 It should be noted that comparisons of (1) local, 


(2) state, and (3) total local and state revenues are 
made here. 
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ticularly suited to a predominantly 
agricultural and relatively hormogeneous 
economy. In territorial days and during 
the early years of statehood, almost the 
entire wealth of the state was comprised 
of rural land—which alone accounted 
for 65 per cent of the total 1863 assess- 
ment—livestock, rudimentary farm im- 
provements, and the products of the 
farm. Most incomes were based on or 
closely associated with ownership of 
these properties; the U. S. Census of 
1860 classified 90.6 per cent of the 
population as rural. In this relatively 
uncomplicated and homogeneous econ- 
omy, the use of market values of prop- 
erty as the main basis for the distribu- 
tion of local and State tax burdens could 
be defended as both theoretically ideal 
and administratively feasible. 

But as the movement away from this 
agrarian economy, which began in the 
post-Civil War years, continued at the 
end of the 19th century and as it pro- 
ceeded at an even more rapid pace after 
World War I, the whole foundation of 
the tax, theoretical and administrative, 
was seriously weakened. The original 
theoretical foundation of the tax (im- 
plicitly) had been that a measure of the 
market value of the property owned by 
an individual constituted a good indica- 
tion of his ability to pay taxes and thus 
was an equitable basis for the distribu- 
tion of the tax burden.’® It follows that 


10“ Ability-to-pay ” is used here in an objective 
sense, that is, on the assumption that if individual 
A has an income 10 times that of individual B the 
former has at least 10 times the latter’s ability to 
pay and therefore that in justice he should pay at 
least 10 times as much taxes as should individual 
B. The subjective aspect of ability-to-pay, that is 
the idea that in so doing individual A may suf- 
fer a personal pain or sacrifice greater than that felt 
by individual B is thereby ignored. It is purposely 
left out of consideration because the attempt to make 
interindividual comparisons of “ subjective sacrifice ” 
appears to be prima facie a futile endeavor. - 

(See next page) 
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the justification of the tax has weak- 
ened as the correlation between property 
ownership and individual incomes de- 
clined and as difficulties grew in assess- 
ing equitably the increasingly numerous 
and complex classes of property. In 
sum, the economic changes of the last 
century have made property tax law and 
administration increasingly antiquated 
as a means of attaining tax equity. 

While economic changes were weak- 
ening the justification and the adminis- 
tration of the tax, a simultaneous de- 
velopment acted to compound the 
difficulties. Demands for local and state 
governmental services and various pub- 
lic improvement expenditures, even 
when the elements of population in- 
crease and changes in the purchasing 
power of the dollar are accounted for, 
showed a remarkable secular increase. 
Measured in per capita 1947-1949 dol- 
lars, this rise in expenditures resulted in 
total local and state property tax levies 
in Kansas increasing from approximately 
$17 in 1880 to about $84 in 1954, or 
an average annual (compound) rate of 
increase of 1.9 per cent. As revenue 
demands rose, the aging structure of 
property tax law and administration be- 
gan increasingly to exhibit unmistakable 
signs of inadequacy and inequity. Dur- 
ing the depressions of the early 1920’s 
and of the 1930’s, these defects became 
a major problem of state and _ local 
policy. 

The state legislators were forced into 
the realization of the inevitability of 





The justice of the “objective ability-to-pay ” 
theory will be denied by those who would base taxa- 
tion on the “ benefit theory ” or other conceptions of 
equity. It is acknowledged that the ability theory 
involves many difficulties and that the ultimate 
grounds of choice among the basic ideals of tax justice 
are, like all value judgments, outside the realm of 
“ positive proof.” But even if the benefit theory is 
accepted, great changes in the ber and compl 
ity of properties has weakened the correlation between 
public benefits received and property ownership. 
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fiscal reorganization. Representatives of 
a large portion of the farm popula- 
tion complained that an increasing pro- 
portion of the state income was being 
derived from sources other than tangi- 
ble property ownership—from salaries, 
wages, interest, and dividends derived 
from service, mercantile, and industrial 
enterprises. These complaints were 
joined by those of the urban population 
whose incomes were more closely related 
to ownership of “assessable property ”— 
real estate and tangible personalty. 
The legislature reacted on two major 
fronts. First, a determined effort was 
made to cut state expenditures to a 
minimum. This effort had considerable 
success during the 1930’s and until the 
end of World War II, as expenditures for 
roads, public buildings, and many pub- 
lic services were sharply limited. Sec- 
ond, new state taxes were inaugurated." 

Local units also attempted, with con- 
siderable success for the years 1932-44, 
to hold the “‘ expenditure line.” They 
were, however, unable to develop a new 
local tax capable of yielding major reve- 
nues to supplement the property tax. 
Instead, they were forced to rely pri- 
marily on state-collected, locally-shared 
taxes, state and federal grants-in-aid, 
and local nontax revenues. Neither 
state nor local governments reformed 
significantly the administration of the 


property tax. 
Il. SUGGESTED MEASURES TO IMPROVE 


PROPERTY TAX LAW AND 
ADMINISTRATION 


The suggestions that follow are the 
products of a compromise between (1) 
the system which, based on the theory 
of tax equity discussed above and mod- 
ern principles of business and public ad- 
ministration, would appear to be re- 


11 See footnote 8 for a description of these new 
sources of revenue. 
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quired, and (2) what appears to be 
possible to achieve, considering realistic 
political and sociological considerations. 

The tax student will note that the 
suggestions coincide in many respects 
with the recommendations repeatedly 
put forth in the last half-century. As 
the problems involved have been es- 
sentially the same, that is, the attempts 
to apply a basically static law in an age 
of continual economic change, it is not 
surprising that successive students of the 
problem have arrived at more or less 
similar conclusions. Certain features of 


the reform program suggested, however, 
have not been proposed before to the 
knowledge of the writer. 


Suggested Changes of Tax Law 


Recommendations concerning statu- 
tory revisions will be discussed under 
the categories: operational definitions of 
market values, local administrative units, 
organization for state assessment, ad- 
ministrative personnel, state supervision, 
tools of assessment, and review and 
equalization. 

Operational Definitions of | Market 
Values.—There is no single general defi- 
nition of market value that is of oper- 
ational significance for the assessment of 
all classes of property. The common 
idea of value as “ the price for which a 
good can be exchanged at a given time 
between a willing buyer and a willing 
seller” is of small aid, for example, to 
the state assessor who has the responsi- 
bility of placing a value on the portion 
of the Atchison, Topeka, and Santa Fe 
Railroad Company that lies in the state 
of Kansas, in the county of Shawnee, or 
in the city of Topeka. Such a definition 
of value, nevertheless, is of real oper- 
ational significance in assessing many 
classes of property, particularly those 
classes of personalty that change hands 
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frequently, for example, automobiles, 
electrical appliances, livestock, and so 
on. ‘Therefore, it is concluded that 
though there can be no one operational 
definition of market value, there can 
be a series of realistic definitions of value, 
each covering one or more classes of 
property. 

It is suggested that property be classi- 
fied under such a series of operational 
definitions of value. The definitions 
would be relatively simple for properties 
that are sold frequently and increasingly 
complex as the categories of property 
become more intricate or are less fre- 
quently sold. Although definitions of 
this kind would by their very nature be 
more or less arbitrary, the ultimate goal 
should be 100 per cent of what, given 
available conditions and information, 
would be considered as the “ most prob- 
able market value” by an impartial 
board of engineers, accountants, econo- 
mists, and other professional experts on 
various phases of value. The determi- 
nation of these operational definitions 
would not be simple for many classes of 
property, but a board of valuation ex- 
perts should be able to derive realistic 
definitions for most.” It is recom- 
mended that these operational defini- 
tions be enacted into law. 

There are obvious objections to such a 
proposal. The valuation process, it 
could be argued, would become too in- 
flexible. This objection can be met by 
pointing out that assessment goals would 
be sharper and that a considerable range 
for administrative judgment would still 
exist. The immediate aim of the pro- 
posal is to provide realistic definitions of 


12 If for certain properties, for example, railroads, 
pipeline companies, or electrical utilities, mo opera- 
tional definitions of value could be agreed upon, the 
attempt to assess such properties might well be aban- 
doned and taxes on some more measurable base, such 
as gross operating revenue, be substituted. 
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value for the administrator. The ulti- 
mate aim is that all properties of a given 
class be judged by the same criteria. 

This procedure, it must be acknowl- 
edged, would not be perfect, but it 
should constitute a major improvement. 
Realistic definitions of the valuation of 
properties by class would constitute a 
new foundation on which a workable 
and more equitable system of assessment 
could be erected and assessment goals 
clarified. It is further suggested that 
this committee of experts be continued 
on a permanent basis for the purpose of 
advising the legislature and the adminis- 
trators of the law. 

Local Administrative Units.—As dis- 
cussed above, the legislature in 1955 
transferred, at least nominally, the power 
of local assessment from the township 
and city assessors to the county assessors. 
This was an important step toward re- 
duction of the large number of local 
units of assessment. It is suggested that 
measures be taken to make the county 
the assessing unit in fact as well as in 
name. The chief measures toward at- 
taining this end are discussed below un- 
der the heading, administrative person- 
nel. As an alternative to the county 
as the basic local assessing unit, serious 
consideration could be given to the pos- 
sibility of the creation of even larger 
assessing units, formed primarily on the 
basis of operational efficiency. Each 
should be of sufficient size to warrant 
the full-time employment of a well-paid 
and professionally competent regional 
assessor and might include as many as 
six to ten counties in the areas of sparse 
population. 

An effective argument in favor of the 
organization of regional assessing units 
is found in the experience with the re- 
cent consolidation of school districts in 
Kansas. The number of these units de- 





KANSAS PROPERTY TAXATION 


237 


clined from the more than 8,000 in 1940 
to less than 3,200 in 1957. The objec- 
tive of this movement was to obtain a 
higher quality of education at a lower 
per pupil cost. Certain individuals im- 
plied or openly contended that the move 
was “basically undemocratic.” Yet, 
after full and lengthy debate, a large 
majority of the public in most districts 
approved the consolidation of schools. 
The general public evidently does not 
realize to the same degree its stake in the 
issue of the consolidation of assessment 
units, but the principles involved are 
similar to those that led to the move- 
ment toward school consolidation that 
has occurred in recent years. 

Organization for State Assessment.— 
The abolishment in 1957 of the Com- 
mission of Revenue and Taxation and 
the transfer of its duties to the Depart- 
ment of Property Valuation, the Board 
of Tax Appeals, and the Department of 
Revenue should have the ultimate effect 
of improving the equity of assessments 
in Kansas. As the Kansas Citizens Com- 
mission pointed out, referring to the 
Commission first assessing and later 
equalizing property: “‘ Under no cir- 
cumstances should an administrative 
body be called upon to judge the equity 
of its own acts. Impartiality is impos- 
sible under such circumstances.” As 
already noted, the 1957 law also requires 
the Department of Property Valuation 
to increase greatly its program of super- 
vision and technical advisory assistance 
to local assessing officials. 

However, in recognition of the tech- 
nical difficulties involved in assessing oil 
and gas properties, intracounty utilities, 
insurance, banking, building and loan, 
and other financial companies, manu- 
facturing corporations, and nonmanu- 


13 Kansas 





Citizens C ission on A 


Equalization, Report to the Governor and the 1955 
Legislature, p. 74. 
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facturing business corporations over a 
certain minimum size, the author sug- 
gests that responsibility for assessing 
these classes of property should be trans- 
ferred to the state. 

This proposal will be opposed by 
many as an encroachment on the princi- 
ple of home rule. If, however, a ma- 
jority of the population of each local 
unit could be made aware that in this 
area of application “ home rule ” all too 
frequently has been equated with grossly 
inequitable assessment, they might be 
persuaded that such a transfer would be 
the best way to attain the goal of a more 
equitable distribution of the tax load. 
It is doubtful whether, even after a 
general reorganization, local assessors 
could achieve the degree of technical ex- 
perience and professional capability of 
valuing these particularly complex prop- 
erties that might be attained by special- 
ized state personnel. And of course the 
tax power of local units would be re- 
tained by locally controlled tax rate 
adjustments.** 

Ad ministrative Personnel.—The pres- 
ent Kansas law has nothing to say about 
the qualifications of administrative per- 
sonnel of local assessment units other 
than that they shall be local residents. 
It is recommended that county assessors 
(or, in the event a consolidation of 
counties for assessment purposes is 
achieved, regional assessors) be appointed 
on a professional civil service basis, with 
indefinite tenure, and subject to re- 
moval only under the special circum- 
stances described below. It is suggested 
that the appointing power be given to 
a committee composed of the county 
commissioners, and members elected by 
certain township, city, and school dis- 


14 Further suggestions concerning the organization 
for state assessment are given under the headings, ad- 
ministrative personnel, state supervision, and tools of 
assessment. 
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tricts officials in the county. The choice 
of this committee, however, should be 
limited to a list of qualified personnel 
prepared jointly by the Department of 
Property Valuation and the Personnel 
Division of the State Department of 
Administration. As has been done for 
physicians and certain other state civil 
service ratings, the requirement for 
Kansas citizenship should be dropped. 
The county (or regional) assessor 
alone should have the power of appoint- 
ing his deputy assessors and other assist- 
ants from lists of candidates also ap- 
proved by the Department of Property 
Valuation and the State Personnel Divi- 
sion on a nonpartisan professional basis. 

State Supervision—The county or 
regional assessor should have the major 
responsibility for local assessment. But 
to insure that each class of property is 
assessed according to the same criteria, 
he should be required by statute to fol- 
low the assessment procedures outlined 
in assessment manuals and supplemen- 
tary instructions prepared by the De- 
partment of Property Valuation. If the 
State Director should find that a county 
or regional assessor is not acting in the 
interest of equality of assessments, he 
should have the duty of recommending 
to the local board that the local assessor 
be replaced. The board should have the 
necessary power of removal under these 
circumstances. 

If it should prove impossible to give 
the State Director these powers to guide 
county or regional assessment, it is rec- 
ommended that the use of assessed valu- 
ation as a factor in the formulae for 
distributing state-collected, locally 
shared taxes and state grants-in-aid be 
discontinued, and that the state govern- 
ment completely abandon the property 
tax as a source of revenue. Unless all 
property in the state is assessed accord- 
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ing to the same procedure, achievement 
of equality of assessment appears to be 
impossible. If it is impossible, the con- 
tinued use of the state property tax or 
the use of assessments in state revenue 
distribution is unjustifiable. 

Tools of Assessment.—With few ex- 
ceptions, Kansas assessors have lacked 
most of the basic tools of assessment, 
particularly maps, property inventory 
cards with adequate information, and 
adequate assessment manuals. To achieve 
significantly greater assessment equality, 
this deficiency must be corrected. For 
assessment of real estate, the use of maps 
for general comparative and locational 
purposes and for detailed valuational 
analysis appears to be mandatory. For 
rural land, special maps indicating soil 
types, topography, use, and other fac- 
tors are of help in the valuation process. 
Assessing city land, for which the lo- 
cation factor may be a major determi- 
nant of value, equitable assessments 
would appear to be unattainable with- 
out the aid of maps. Property inventory 
forms should be used as summary sheets 
on which various factors affecting value 
can be analyzed systematically. Photo- 
graphs, sales, estimated values, and in- 
formation on other pertinent factors 
should be compiled for analysis. 

Assessment manuals should be pre- 
pared by professional personnel of the 
Department of Property Valuation. 
Those covering personal property should 
consist, for the most part, of schedules 
of values for items within a particular 
category. For example, schedules of 
automobile values would be listed ac- 
cording to make, model, and special 
type. These schedules should be re- 
vised annually in the light of current 
market trends.’® 


15 Provision was made in 1955 for tangible per- 
sonal property manuals. There was, however, no 
indication how the schedules were to be determined. 
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The manuals covering real estate as- 
sessment, while as objective as possible 
and consistent with the appropriate 
statutory definition of value, would be 
less a matter of formula and more in the 
nature of a general guide. In addition 
to the procedural directions and princi- 
ples, they should be illustrated with ex- 
amples indicating how each of the main 
classes of rural and urban land and im- 
provements should be analyzed, how the 
various valuational factors—location, 
types of soil, latest selling price, and so 
on—should be weighed, and how the 
final assessments should be made. It 
should be emphasized that more or less 
unique circumstances affecting value 
will require special treatment in certain 
instances. In other words, a formula 
approach, although helpful in placing 
the valuation procedure on an objective 
basis, will not be applicable to all prop- 
erties. For properties of this kind, af- 
fected by a large number of economic 
factors, special treatment and profes- 
sional judgment are necessary. 

Review and Equalization.—In view of 
the history of review and equalization 
in Kansas and in the other states, it is 
clear that these techniques have not been 
effective in correcting seriously in- 
equitable assessments. It is presumed 
that if the assessment reform measures 
suggested above should be accepted by 
the legislature, a significant movement 
toward equality would result. But of 
course, it cannot be assumed that as- 
sessments under the new system would 
be infallible. Therefore, it is concluded 
that in fairness to property owners with 
legitimate grievances and in accordance 
with our general “ check and balance ” 
philosophy of government, some pro- 
cedure for review and equalization 





As noted above the 1957 law specifies that the new 
Department of Property Valuation prepare many of 
these assessment aids for local use. 
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should be established. The appointed 
boards of review and equalization sug- 
gested by the Kansas Citizens Commis- 
sion on Assessment Equalization in 1955 
appear to be the most practical com- 
promise on the local level. It is to be 
hoped that the creation of an indepen- 
dent Board of Tax Appeals in 1957 will 
improve the state-wide equalization 
processes. 


Suggested Administrative Reforms 


The recommended revision of the law 
covering property taxation, as outlined, 
would make mandatory several oper- 
ational phases of the tax matters which 
are now questions of administrative 
judgment. Nevertheless, the area con- 
trolled by administrative decision would 
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still be great. Further, the best law that 
could be devised would become worth- 
less if it should be administered by in- 
adequate personnel. 

A detailed examination of the ad- 
ministrative aspects of each component 
of the suggested revisions of law is not 
made here. In sum, it can be concluded 
that if the appropriate legal reforms are 
accepted, if courageous, capable and 
nonpartisan individuals can be induced 
to take positions of administrative re- 
sponsibility, and if they are supplied 
with the necessary tools of assessment, 
the problems of administration should 
be no major obstacle to the achievement 
of significantly more equitable assess- 
ment in Kansas. 





PHILADELPHIA’S INCOME TAX AFTER 
TWENTY YEARS 


JEWELL CASS PHILLIPs * 


HILADELPHIA was the first 

American city to adopt an income 
tax! and, after twenty years, this flat- 
rate tax —a tremendous revenue pro- 
ducer, second only to the City’s real 
property tax—seems to be permanently 
entrenched in the City’s financial pro- 
gram. Since Philadelphia’s income tax 
has survived for two decades in the face 
of almost every conceivable type of legal 
and constitutional challenge, and since it 
has produced abundant badly-needed 
revenue and thus obviated the necessity 
for burdensome increases in the City’s 
real estate tax levies, a review of this 
long and fruitful experience with a com- 
paratively new local revenue source 
should be of interest and profit to local 
government officials, taxpayers, and stu- 
dents of taxation in the country as a 
whole. An examination of the back- 
ground of this controversial tax should 
contribute to a better understanding of 


*The author is Professor of Political Science, 
University of Pennsylvania. 


1 Robert A. Sigafoos, in his study of The Municipal 
Income Tax: Its History and Problems (Chicago: 
Public Administration Service, 1955) at p. 2, points 
out that “ the first appearance of a form of municipal 
income tax in the United States occurred in the early 
nineteenth century in Charleston, South Carolina. 
For many years in Charleston, personal income of all 
types was assessed and taxed in much the same man- 
ner as property. After a prolonged period of in- 
creasingly ineffective administration, the tax was 
eventually abandoned.” Harold M. Groves, in his 
book on Financing Government (New York: Henry 
Holt and Company, 1954) at p. 150, states that 
“ Philadelphia (along with the District of Columbia) 
inaugurated the first local income tax in the United 
States.” 


its present status as a legally sound and 
demonstrably productive revenue meas- 
ure. 


Background of the Philadelphia 


Income Tax 


The Philadelphia income tax was a de- 
pression phenomenon. In the midst of 
the nation’s most serious economic crisis, 
the City of Philadelphia was on the 
verge of bankruptcy. Its Mayor and 
Council concluded that desperation fiscal 
measures were essential. Accumulated 
real estate tax delinquencies in January, 
1937, were almost $25 million.? The 
city’s outstanding bonded indebtedness 
was more than $40 million in excess of 
the state constitutional debt limit for 
cities of the First Class,* and the floating 
debt (accumulated unfunded deficits) 
was at least $22 million.* The year-to- 
year budgetary experience of Philadel- 
phia revealed that estimated cash reve- 
nues had exceeded actual receipts every 
year from 1927 to 1937, and that, be- 
ginning with the year 1929, the amounts 
by which estimated receipts exceeded ac- 
tual receipts ranged from a low of $4.7 
million in 1930 to a high of $12.5 mil- 


2 Philadelphia Advisory Finance Commission, Fi- 
nances and Financial Administration of Philadelphia. 
A Report to the Mayor and Council of Philadelphia, 
1938, p. 32. This Report (p. 25) also shows a drop 
of about nine-tenths of a billion dollars (25 per 
cent) in real estate assessed valuations from 1931 to 
1938. 


3 Ibid., p. 46. 
4 Ibid., p. 4 and Table No. 28, p. 58. 
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lion in 1932. The excess of estimated 
receipts over actual cash revenues for 
1936 was $9.4 million.” There was in- 
deed no bright spot anywhere to be 
found in the Philadelphia financial pic- 
ture in the year 1937. 

In the face of this fiscal crisis, the 
Philadelphia City Council passed an 
ordinance in June, 1937, authorizing the 
Mayor to appoint an advisory finance 
commission “* to make a scientific survey 
of the finances and operating system of 
the City of Philadelphia,” and to furnish 
a report to the Council. An appropri- 
ation of $10,000 was made to cover ex- 
penses of the survey.® Mayor S. Davis 
Wilson proceeded immediately to ap- 
point 33 of the City’s business, profes- 
sional, labor, industrial, and civic leaders 
to the Commission membership. Dr. 
Thomas S. Gates, financier, and Presi- 
dent of the University of Pennsylvania, 
was designated chairman of the Com- 
mission and Richard H. Lansburgh, of 
the Pennsylvania Economy League, was 
named secretary. Dr. Edward Bates 
Logan, professor of political science at 
the University of Pennsylvania and 
former state budget secretary, was chosen 
as the Commission’s research director." 

The Commission proceeded with com- 
mendable dispatch to do the job it had 
been assigned, and in May, 1938, it sub- 
mitted a 425-page report to the Mayor 
for transmission to Council. The report 
was replete with significant data about 
the city’s finances, past and present, and 
contained a number of alternatives for 
providing additional revenue and im- 
proving the city’s fiscal organization and 
procedures. One of the alternatives sub- 


5 Ibid., Table No. 13, p. 33. 


6 Ordinances and City Solicitor’s Opinions, Phila- 
delphia, 1937, p. 428. 


7 Philadelphia Advisory Finance Commission, op. 
cit., p. 1. 
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mitted for consideration by the Mayor 
and Council—the object of special con- 
cern in this study—was the municipal 
income tax,® which the Council imposed 
by an ordinance of November 26, 1938, 
and the Mayor approved. This initial 
income tax ordinance provided for a 
flat-rate levy of 11% per cent on certain 
classes of earned income, and for certain 
exemptions. Its constitutionality was 
challenged immediately and parts of the 
ordinance were invalidated. The 1938 
ordinance was repealed and a revised 
measure was enacted in November, 1939, 
and with some changes in rates has re- 
mained in effect ever since. To avoid 
repetition, the details of the 1938 and 
1939 ordinances and the legal and con- 
stitutional challenges in the Pennsyl- 
vania Supreme and Superior Courts will 
be discussed at a later point in this paper. 

The discussion to follow will be con- 
cerned with the following main aspects 
of Philadelphia’s income tax experience: 
the theory of flat-rate income taxes, legal 
and constitutional issues arising under 
the income tax ordinance, the Philadel- 
phia tax’s productivity as a revenue 
measure, and the administration of the 
tax. 


Theory of the Flat-Rate Income Tax 


The virtue of any given tax may best 
be determined by considering the com- 
ponents of a taxing unit’s revenue pro- 


gram as a whole.? When a flat-rate 
income tax is embraced in the great com- 
plex of national, state and local taxes, 


8 Ibid., pp. 422-423. 


9A. G. Buehler, Public Finance, Third Edition 
(New York: McGraw-Hill, 1948) pp. 321-331; 
Groves, op. cit., pp. 19-36; Simeon E. Leland, “ An 
Ideal Theoretical Plan of Finance for a Metropolitan 
Area,” in Financing Metropolitan Government, a 
Symposium (Princeton: Tax Institute, 1955) Chapter 
XXIV, pp. 254-255. 
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including progressive income and in- 
heritance taxes, property, sales, occupa- 
tions, and other objects and activities, 
the individual’s total tax payment may 
still be on a progressive basis.'° 

Moreover, when other criteria of a 
sound revenue program are considered, 
the flat-rate income tax may be justi- 
fied in theory as one item in a diversi- 
fied tax program. Certainly, in Phila- 
delphia’s experience the tax has been 
abundantly productive of revenue at 
relatively low rates. It is extraordinarily 
convenient to pay, so far as the indi- 
vidual taxpayers are concerned, since 
more than 82 per cent of the total 
amounts paid are withheld by employ- 
ers." This factor also makes the tax a 
fairly easy one to administer. The fact 
that no exemptions are permitted also 
contributes to the ease of administration, 
which is in theory a good feature of a 
tax measure. It is also suggested that a 
broad base tax, which reaches a sub- 
stantial portion of the citizenry, thus 
stimulating their interest in their govern- 
ment, possesses a value to be given some 
consideration in planning a comprehen- 
sive revenue program.” Certainly, the 
flat-rate income tax with no exemptions 
reaches all persons with any earned in- 
come within the jurisdiction of the tax- 
ing authority. 

The flat-rate income tax, therefore, is 
not without some significant theoretical 
support. Moreover, appraised in terms 
of the benefit theory, the Philadelphia 
income tax exacts contributions from 
nonresidents who are the recipients of a 

10 Sigafoos, op. cit., p. 107; Groves, op. cif., p. 
38; Leland, op. cit., p. 254. 

11 Sigafoos, op. cit., Table IV, p. 38. 


12 Facing the Tax Problem (New York: Twentieth 
Century Fund, 1937) p. 457. 
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good many important services, for which 
the income tax represents their only 
compulsory contribution. Non-residents 
oppose the tax on the grounds that it 
is another instance of taxation without 
representation and that they are being 
subjected to double taxation for serv- 
ices—police protection, for example, in 
Philadelphia and in the units where they 
live. 

Some believe that stability of revenue 
production is a characteristic of a good 
local tax.'* The failure of Philadelphia’s 
income tax to yield a stable income over 
the years, however, has proved to be one 
of its virtues, since it has been respon- 
sive to the inflationary trend and has 
produced a steadily increasing revenue 
from the same or slightly increased rates. 
(See Table I, infra.) 

The inequities and shortcomings of 
the limited flat-rate income tax have 
been partially offset by the consistently 
low rates at which the tax has been levied 
over the twenty-year period. The tax 
rate under the 1938 ordinance, under 
the 1939 ordinance for the years 1940 
to 1942, inclusive, and for the years 
1957 and 1958 was 1% per cent; for 
the seven-year period, 1943-1949, in- 
clusive, the rate was 1 per cent; and for 
another seven-year period, 1950-1956, 
inclusive, the rate was 114 per cent. 
The yield in 1940 at 1% per cent was 
$16.3 million and at the same rate in 
1958 the estimated yield is in excess of 
$68 million.” 


13 Buehler, of. cit., pp. 276-277; William J. 
Shultz and C. Lowell Harriss, American Public Fi- 
nance, Sixth Edition (New York: Prentice-Hall, 
1954) p. 218. 

14 Philadelphia City Controller’s Annual Reports 
for the years 1938 to 1947, inclusive; The Phila- 
delphia Budget Bureau, Office of Director of Finance, 
City of Philadelphia 1958 Financial Program, p. 18. 

15 Loc. cit. 
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On the whole, the Philadelphia income 
tax does meet certain theoretical requi- 
sites of a good tax.’® Practically, it is 
probably the most acceptable of several 
alternative revenue measures from which 
the city is compelled to choose if it con- 
tinues to support the progressively ex- 
panding program of facilities and serv- 
ices which the Philadelphia electorate 
apparently approves. 


Legal and Constitutional Attacks on the 
Philadelphia Income Tax 


Philadelphia is the only city of the 
First Class in Pennsylvania, but the First 
Class city, like all other state subdivi- 
sions, derives its powers, including the 
power to tax, from the state legislature. 
The basic statute conferring taxing 
power on Philadelphia is the Sterling Act 
of 1932, which invests the city with the 
power to tax anything the State itself 
can tax so long as the State is not taxing 
the objects which the city proposes to 
tax. This is indeed a liberal grant of 
taxing power, but even so it is not with- 
out limits. 

From the very outset, the Philadel- 
phia income tax has been the target of 
legal and constitutional assaults of al- 
most every conceivable variety. 

Constitutionality of the 1938 Ordi- 
nance. ‘The first income tax ordinance 
provided for a tax of 142 per cent on 
salaries, wages, fees, commissions and 
other compensation earned by residents 
of Philadelphia and on the net profits of 
business or other activities conducted by 


16. H. Plank, Public Finance, Homewood, IIL: 
Richard D. Irwin, Inc., 1953, p. 169: “In a basic 
sense, four general criteria are believed to be essential 
to a sound tax or tax system: (1) productivity, (2) 
equity in the distribution of tax burdens, (3) recog- 
nition of the rights and problems of the taxpayer, 
and (4) adaptability of the program to the im- 
mediate or long-range needs of the economy as a 
whole.” Also, Buehler, op. cit., 273-282. 
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such residents. The tax was also ap- 
plied at the same rate to salaries, wages, 
fees, commissions and other compensa- 
tion earned by nonresidents of Philadel- 
phia for work done or services performed 
in the City and on the net profits of 
businesses or other activities conducted 
in the City by nonresidents.’* 

The ordinance further provided for 
the filing of annual returns by taxpayers 
and employers, and imposed penalties for 
violations. A credit of $15 was ex- 
tended to each taxpayer upon his filing 
the required returns. A further reduc- 
tion was permitted home owners who 
paid a property tax on their homes. 
Other exemptions from the tax were 
provided to domestic servants in private 
homes and farm laborers or farmers sell- 
ing their own products. In the case of 
Butcher v. Philadelphia,'® the constitu- 
tionality of the tax was challenged in a 
suit brought directly in the Pennsyl- 
vania Supreme Court. The principal 
basis of the challenge was the so-called 
“uniformity ” provision of the consti- 
tution, which requires that “all taxes 
shall be uniform, upon the same class of 
subjects within the territorial limits of 
the authority levying the tax.” 

In a per curiam opinion, the Pennsyl- 
vania Supreme Court sustained the ordi- 
nance of 1938, “with all exemptions 
stricken out, including the credit for 
making and filing the return, and the 
ordinance must be read as though such 
exemptions and credit for making and 
filing the return were not included. It 
is assumed that regulations will be 
promulgated . .. providing that the tax 
be collected at its source.” ”° 

17 Ordinances and City Solicitor’s Opinions, Phila- 
delphia, 1938, pp. 512-519. 

18 333 Pa. 497, 6 A. 2d 298 (1939). 

19 Pennsylvania Constitution, Article IX, Section 1. 


20 Op. cit., p. 299. 
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Constitutionality of the 1939 Ordi- 
nance. ‘The 1938 ordinance was re- 
pealed on January 7, 1939, and a new 
ordinance was enacted on December 13, 
1939, omitting the provisions of the 
1938 ordinance which the Court had in- 
validated. Otherwise, the 1939 ordi- 
nance was essentially the same as that of 
1938. The new ordinance imposed 


a tax for general revenue purposes on 
salaries, wages, commissions and other 
compensations earned after January 1, 
1940, by nonresidents of Philadelphia for 
work done or services performed or ren- 
dered in Philadelphia and on the net 
profits earned after January 1, 1939, of 
businesses, professions, or other activities 
conducted by such residents, and on the 
net profits earned after January 1, 1939, 
of businesses, professions, or other activi- 
ties conducted in Philadelphia by non- 
residents; requiring the filing of returns 
and the giving of information by em- 
ployers and those subject to the said tax; 
and imposing on employers the duty of 
collecting the tax at its source; providing 
for the administration, collection and en- 
forcement of the said tax; and imposing 
penalties.”? 


The 1939 ordinance was immediately 
challenged in Dole v. City of Philadel- 
phia,”® and the Pennsylvania Supreme 
Court sustained the ordinance. Dole 
contended that this ordinance, like the 
original one of 1938, was in conflict with 
the “uniformity” provision of the 
Pennsylvania Constitution, in that net 
profits were made taxable after Janu- 
ary 1, 1939, while earned income was 
not subject to the tax until January 1, 
1940. Article IX, Section 1 of the State 
constitution requires that taxes be levied 
uniformly on the same class of subjects 


21 Ordinances and City Solicitor’s Opinions, Phila- 
delphia, 1939, pp. 656-663. 


22337 Pa. 375, 11 A. 2d 163 (1940). 
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within the taxing jurisdiction. The 
Court interpreted the requirement to 
permit reasonable classification, and con- 
sidered the classification here in question 
as reasonable.** 

Dole insisted, also, that the withhold- 
ing requirement imposed on employers 
within the City but not without was a 
violation of the “ uniformity” require- 
ment. But the court sustained the dif- 
ferential as a reasonable one. In its view, 
it was not feasible for the city to require 
collection at the source on income earned 
outside the city by resident workers.™* 

Dole argued that the ordinance de- 
prived persons of the “ due process of 
law ” because it failed to require a hear- 
ing or provide for appeals and judicial 
review, all of which, incidentally, had 
been included in the ordinance of 1938. 
But the court held that the omission re- 
ferred to was not fatal, since the Re- 
ceiver of Taxes was required to bring 
suit for recovery of the amount claimed 
in cases where individuals or groups 
subject to the tax failed to pay. In 
such suits the taxpayers are provided 
with ample opportunity for hearing, 
appeal, and judicial review.” 

In his broadside against the ordinance, 
Dole further contended that it was 
in violation of the safeguard against 
self-incrimination in the Pennsylvania 
Bill of Rights, since it requires taxpayers 
to make their books available for exam- 
ination without guaranty of immunity 
to the taxpayer who producesthem. The 
court brushed this contention aside with 
the assertion that a statute or ordinance 
“ requiring disclosure of particular facts 
or merely requiring a person to appear 


23 [bid., at 381, 11 A. 2d at 166. 
24 [bid., at 381, 11 A. 2d at 166. 
25 [bid., at 382-384, 11 A. 2d at 167. 
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and answer as to particular facts is not 
violative of the privilege where the 
right to refuse to answer as to incrimi- 
nating facts is not taken away.” *° 

Still another of Dole’s contentions was 
that the tax was unconstitutional be- 
cause it had the effect of reducing the 
compensation of certain public officers 
during the term for which they were 
elected contrary to Article III, Section 
13 of the Pennsylvania constitution. 
The court decided against Dole in this 
instance for two reasons: first, Section 
10 of the income tax ordinance provides 
that the tax is not applicable to persons 
or property whom it is beyond the 
power of Council to tax; and second, 
“* the modern view is that such constitu- 
tional provisions as the one relied upon 
are not intended to relieve public officers, 
judges included, from the just and 
necessary burdens of taxation.” 7° 


Dole’s two remaining contentions had 
very little substance in them, and they 
were dismissed with very brief com- 
ment by the Pennsylvania Supreme 
Court. He insisted that the requirement 
of deductions at the source was in effect 
an attachment of wages, forbidden by 


statute. But, said the court, “ that Act 
sets up a system of attachment for debts 
and applies to debts only and not to 
taxes.” ** Finally, said Dole, to require 
an employer to deduct the tax from 
salaries and wages at the time of pay- 
ment thereof is an impairment of the 
obligation of contracts in violation of 
Article I, Section 10 of the National 
Constitution. The court replied that 
“the tax is imposed upon the employee 
and the duty to pay it rests upon him. 
The employer is merely the collecting 


26 [bid., at 385, 11 A. 2d at 168. 
27 [bid., at 385, 11 A. 2d at 168. 
28 Jbid., at 384, 11 A. 2d at 168. 
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agent for the City when he withholds 
the tax.” *° 

State Employees and the Philadelphia 
Income Tax. Despite the broad powers 
conferred on the City of Philadelphia 
under the Sterling Act of 1932, the 
city’s right to tax incomes of state em- 
ployees living in Philadelphia or earning 
their incomes there was challenged 
shortly after the December, 1939, ordi- 
nance went into effect. An employee of 
the Pennsylvania Department of Public 
Assistance who resided and earned in- 
come in the City of Philadelphia brought 
suit in Marson v. City of Philadel phia.*° 
She contended that the Sterling Act 
failed to specify that state employees are 
subject to the tax and hence they are 
not to be included. The court held this 
to be an erroneous interpretation of the 
Sterling Act, which forbade the city 
from taxing those subjects which the 
state was taxing. Admittedly, the city 
could not impose burdens upon the state 
or interfere with its operations, but the 
nondiscriminatory city income tax did 
neither of these things. Moreover, in 
the event the tax should prove to be an 
unreasonable burden or an interference 
with the conduct of state functions, the 
General Assembly could protect the state 
through a proper legislative enactment.” 

Federal Employees and the Philadel- 
phia Income Tax. Adjoining Philadel- 
phia, but not strictly a part of the city, 
is League Island, or the Navy Yard, an 
area then under the jurisdiction of the 
United States government. Thus, the 
question of whether the city’s power to 
tax extends to employees of the federal 
government at the Navy Yard was raised 
early. In the case of Graves v. New 


29 Ibid., at 386, 11 A. 2d at 168. 
80 342 Pa. 369, 21 A. 2d 228 (1941). 
31 Jbid., at 373, 21 A. 2d at 230-231. 
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York ex rel. O’Keefe,** the United States 
Supreme Court rendered a precedent- 
breaking decision in holding that states 
(and state subdivisions) can levy non- 
discriminatory taxes on incomes of fed- 
eral officials and employees and, by 
dictum, state and state subdivision em- 
ployees are subject to federal income 
taxes. Thus, the Philadelphia (nondis- 
criminatory) income tax is applicable to 
earned incomes of federal officials and 
employees, provided such officials and 
employees are within the jurisdiction of 
the city. 

In City of Philadelphia v. Schaller,™ 
the city’s right to tax the income of a 
marine engineer who lived in Philadel- 
phia and worked for the Navy Depart- 
ment at the Navy Yard was challenged, 
primarily on the ground that an Act of 
Congress bringing the Navy Yard with- 
in the jurisdiction of Philadelphia for 
tax purposes became effective a year after 
the Philadelphia tax went into effect. 
The Act of Congress involved was passed 
in October, 1940, and it provided that 
“residence in a federal area or the re- 
ceipt of income from transactions oc- 
curring therein or services performed 
in such area shall not relieve any person 
from liability for any income tax levied 
by any duly constituted taxing au- 
thority.” ** 

The Pennsylvania Superior Court de- 
cided that, despite the fact the Act of 
Congress was passed in October, 1940, 
and that it explicitly recognized the 
City’s right to tax incomes earned in a 
federal area after December 31, 1940, 
the Act nowhere explicitly forbade the 


82306 U.S. 466, 59 S. Cr. 595, 83 L. Ed. 927 
(1939). 

33148 Pa. Super. 276, 25 A. 2d 406 (1942); 
certiorari denied, 317 U.S. 649, 63 S. Cr. 43, 87 L. 
Ed. 572 (1942). 


84 Public Act No. 819, 54 Stat. 1060, 4 U.S.C.A. 
14 (1940). 
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city to tax such incomes earned prior to 
December 31, 1940, and hence there was 
no basis for challenging the city’s power 
to tax incomes earned in the Navy Yard 
area during the year 1940." 

Schaller had also contended that since 
Philadelphia’s power to levy an income 
tax was derived from the Sterling Act 
of 1932 and states and state subdivisions 
had no power to tax incomes of federal 
officials and employees at that time, the 
O’Keefe case merely permitted state 
legislatures to confer such power to tax. 
Until the Pennsylvania General Assem- . 
bly amends the Sterling Act and confers 
the power on Philadelphia to tax in- 
comes of federal officials and employees, 
said Schaller, the city is without that 
power. The Superior Court found no 
merit in this contention and dismissed 
it with the following comment: 


The city ordinance was adopted after the 
O’Keefe decision, and our construction of 
it as affected by that ruling will be read 
into the Sterling Act as of the date of its 
enactment. The construction placed upon 
a statute by the courts becomes a part of 
the law thereby enacted.*® 


Schaller was a resident of Philadelphia 
at the time of his employment at the 
Navy Yard. Thus, the court’s decision in 
his case left unanswered the question of 
the city’s power to tax federal employees 
earning their incomes at the Navy Yard 
who live outside Philadelphia. This was 
the situation involved in Kiker v. City 
of Philadelphia, where a resident of 
New Jersey worked at the Navy Yard 
and received his pay from the federal 
government. In answer to Kiker’s con- 
tention that he lived and worked out- 

35 City of Philadelphia v. Schaller, op. cit. at 283, 
25 A. 2d at 410. 

36148 Pa. Super. 280, 25 A. 2d at 409. 


87346 Pa. 624, 31 A. 2d 289 (1943); certiorari 
denied, 320 U.S. 741, 64 S. Cr. 41, 88 L. Ed. 439. 
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side the city and was not the recipient of 
any of the city’s services, the court re- 
plied that when the city was empowered 
to extend its tax levies to this federal 
area it had an obligation to provide serv- 
ices and protection which may be called 
into play at any time the national gov- 
ernment neglects or refuses to provide 
them. 

Miscellaneous Legal and Constitutional 
Questions. In addition to the constitu- 
tional and legal questions concerning the 
validity of Philadelphia’s income tax and 
the city’s authority to tax nonresidents 
earning their incomes at the Navy Yard, 
there have been questions raised in the 
courts about administrative interpreta- 
tions and regulations in a number of 
borderline cases. In Ross v. City of 


Philadelphia,®® the Pennsylvania Supe- 
rior Court decided that voluntary offer- 
ings made to a clergyman at marriages, 


baptisms, funeral services, masses and 
prayers for the dead, received by him 
without demand as gratuities over and 
above the regular fixed salary paid him 
by the congregation or mission which he 
regularly serves, were not “ net profits 
earned ” under a city income tax.** On 
the other hand, when the Receiver of 
Taxes and the city’s Law Department de- 
cided that a trust company holding and 
operating properties acquired through 
foreclosure and belonging to others was 
subject to the income tax, it made no 
difference that the operations here in- 
volved were not undertaken voluntarily 
as a business venture. They did consti- 
tute “‘ businesses conducted for a profit,” 
and under the ordinance were subject to 
the tax.*° 


38149 Pa. Super. 33, 25 A. 2d 834 (1942). 
89 Tbid., at 40-41, 25 A. 2d at 837. 


40 Pennsylvania Co. for Insurances on Lives and 
Granting Annuities, Trustee v. Philadelphia, 346 Pa. 
406, 31 A. 2d 137 (1943). 
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In Breitinger v. Philadelphia,’ the 
Receiver of Taxes ruled that an attor- 
ney, whose total income was derived 
from his practice of law and also from 
real estate rentals, stocks, and mortgages, 
was subject to the tax on all of this in- 
come. But the Supreme Court held that 
income from real estate, mortgages, and 
securities, where the income beneficiary 
did not manage the properties and make 
these transactions his regular business, 
are not “earned income ” subject to the 
tax.*? 

In the first case—there were two—of 
Murray v. Philadelphia, the Pennsyl- 
vania Supreme Court held that the City 
Solicitor and Receiver of Taxes had 
made an arbitrary and unlawful classifi- 
cation in holding that the Murrays were 
in the investment business and were sub- 
ject to the income tax on their net earn- 
ings from real estate rentals and other 
transactions and on their profits from a 
limited number of securities transac- 
tions. The Murrays were in the haber- 
dashery business for a good many years 
until Mr. Murray’s retirement, and their 
rental operations and securities transac- 
tions were incidental activities and not 
part of a business conducted by the 
Murrays. 

Amendments of 1949 Invalidated. 
The Breitinger and the first Murray suits 
were brought to test the validity of 
initial administrative rulings. But the 
Philadelphia City Council adopted a 
number of highly controversial amend- 
ments to the original ordinance in De- 
cember, 1949. These were challenged 
in suits brought simultaneously and con- 
solidated for the purpose of an early de- 

41 Breitinger v. Philadelphia, 363 Pa. 512, 70 A. 
2d 640 (1950). 

42 Ibid. at 523, 70 A. 2d at 645. 

43363 Pa. 524, 70 A. 2d 647 (1950). 











No. 3] 


cision in the second Murray case.** 

The amendments of December 9, 
1949, did two main things: first, they 
increased the tax rate from 1 per cent to 
1% per cent, and second, they broad- 
ened its coverage to include “the net 
profits earned after January 1, 1949, of 
businesses . . . conducted by such resi- 
dents [of Philadelphia], on the. . . net 
profits earned after January 1, 1949, of 
buinesses . . . conducted in Philadelphia 
by nonresidents, and at the rate of one 
and one-quarter per centum on all other 
net income derived after January 1, 
1949, from any source whatsoever not 
provided for [above] by persons who 
reside in Philadelphia and non-residents 
who derive such net income in Philadel- 
phia.” *® Prior to these amendments 
corporate net income was not subject to 
the Philadelphia income tax. Nor was 
the tax levied on dividends and interest 
from corporate securities. This exten- 
sion of the tax to corporate net earnings 
and to individual income from corpo- 
rate holdings was the main basis of the 
challenge in the second Murray case. 

The validity of the 1949 amendments 
to the original income tax ordinance de- 
pended, in the main, upon the court’s 
construction of the Sterling Act of 
1932. That Act was designed to pre- 
vent double taxation by city and state. 
As the court has taken the occasion to 
point out frequently, the rule of strict 
construction is applied in such cases. The 
city’s attempt to tax corporate net in- 
come directly or indirectly must, there- 
fore, fail. The court held that the tax 
could not be applied to a corporate divi- 
dend in the hands of a shareholder, if 
the corporation had paid a capital stock 

44 Murray v. City of Philadelphia, 364 Pa. 157, 
71 A. 2d 280 (1950). 


45 Ordinances and City Solicitor’s Opinions, Phila- 
delphia, 1949, pp. 1057-1064. 
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tax to the state.*® The state was also im- 
posing taxes on corporate net income, 
on corporate franchises, on premiums of 
foreign insurance companies doing busi- 
ness in the state, and on other aspects of 
corporate activity. The income tax 
amendments of 1949 were invalid in so 
far as they applied directly or indirectly 
to income derived from these last-men- 
tioned corporate activities, since such 
taxation would again be at variance with 
the Sterling Act proscription of double 
taxation. In drawing this conclusion, 
the court reasoned as follows: “a tax on 
income is a tax on the property produc- 
ing the income. ... It is immaterial in 
construing the Sterling Act that the in- 
come has been transferred from the cor- 
poration to the beneficially interested 
stockholders.” ** 

A point of extraordinary interest in 
the second Murray case was the court’s 
reasoning in holding invalid the applica- 
tion of the 1949 amendments to income 
from real estate rentals. The court held 
that such taxation was in contravention 
of both the Sterling Act and the “ uni- 
formity ” requirements of the State con- 
stitution. “Taxation of the income 
from real estate,” said the court, “ is tax- 
ation of the real estate which produces 
. [T]he Legislature has 
provided a method of taxing property 
in Philadelphia .... Unless, therefore, 
a tax upon rents or income arising out of 
lands is intrinsically so different from a 
tax on the land itself that it belongs to a 
wholly different class of taxes such taxes 
must be regarded as falling within the 
same category as a tax on real estate.... 
[T]he name of the tax is unimportant 
...+. We find nothing in the Sterling 


the income. . 


46 Murray v. City of Philadelphia, ibid., at 165- 
168, 71 A. 2d at 286. 


47 Tbid., at 168, 71 A. 2d at 285. 
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Act, strictly construed, which author- 
izes the city to tax plaintiff’s income 
from real estate....” ** 

In support of its conclusion that the 
income tax amendments, when applied 
to real estate, violated the “ uniformity ” 
requirement of the Pennsylvania consti- 
tution, the court went on to say: 


If we made the unjustified assumption 
that the Sterling Act authorized the 
challenged tax, we should still be re- 
quired to hold that the city has not 
shown that it is consistent with the uni- 
formity requirement of the constitution. 

This may be illustrated by sup- 
posing each of two persons to own similar 
houses, of the same value, with the same 
assessment, paying the same tax, but one 
occupied by the owner and the other by a 
tenant paying rent. If the lessor-owner 
must pay to the city, as a tax, part of the 
rent received by him, he will have less 
out of his property than the occupying 
owner, though both pay the same tax on 
the same assessment.*® 


Revenue Production of the 
Philadelphia Income Tax 


One of the undisputed virtues of the 
Philadelphia income tax has been its pro- 
ductivity. Conceived in desperation and 
as a temporary expedient, the tax not 
only served its initial purpose of provid- 
ing the millions essential to bring the 
city’s budget into balance, but has con- 
tributed from a quarter to almost a 
third of all the city’s general revenues 
since 1941. Table I shows the annual 
productivity of the tax from 1940 to 
1958, inclusive. This table also shows 
how increased revenue from the income 
tax has eased the burden on owners of 
realty. Despite fantastic increases in 
costs of city government since 1940, 
there was no increase in the tax rate on 


48 Jbid. at 171, 71 A. 2d at 287. 
49 Ibid. at 171-172, 71 A. 2d at 287. 
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real property until 1957, and the per- 
centage of total general fund revenues 
derived from real property taxes dropped 
from approximately 60 per cent in 1938 
to about 36 per cent in 1956. It has 
since risen slightly, due in large part to 
an increase in the real estate tax rate.°° 

Revenue from Non-Residents. One 
important reason why it has been easier 
to levy an income tax in Philadelphia 
than it would have been to impose a 
sales tax or to increase the real estate 
levy substantially is the fact that a sig- 
nificant portion of the total revenue 
from the income tax is contributed by 
non-residents. Estimates range from 15 
to 25 per cent, with 20 per cent being a 
fairly reasonable estimate perhaps.’ If 
20 per cent is the approximate contribu- 
tion of outsiders at the present time, the 
total amount contributed during 1958 
should be about $13.5 million (See Table 
I, supra). 

Income Tax Yields Compared with 
Alternatives. The yield of the income 
tax could be duplicated by a sales tax at 
perhaps a higher rate, or by an increase 
in the real estate tax rate from $2.06 per 
$100 assessed valuation to $3.88. After 
twenty years, sentiment seems to favor 
strongly the income tax in preference to 
any of the feasible alternatives. 


Administration of the Philadelphia 
Income Tax 


Under the original income tax ordi- 
nances — those of 1938 and 1939 — re- 
sponsibility for collection of the tax was 
imposed upon the Receiver of Taxes. 


50 The tax on realty had remained at $1.70 per 
$100 of assessed valuation from 1936 to 1956, in- 
clusive. In the latter year, the rate was increased to 
$2.06 per $100 of assessed valuation. 


51 Sigafoos, op. cit., p. 119. One important official 
in the Philadelphia Commissioner of Revenue’s office 
said that at best this estimate is an educated guess. 
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To facilitate the administration of in- 
come tax collections, a deputy was placed 
in charge of the income tax bureau 
within the Receiver of Taxes’ depart- 
ment. At the outset there were some 
1.5 million new tax accounts and a staff 
of 24 to handle the work of the in- 
come tax bureau. The City Council ap- 
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had to pay the tax on their net profits.” 


Where the tax was collected at the 
source by employers within the city— 
state and federal governments excepted 
—administration was relatively easy, but 
a substantial portion of taxable income 
was earned by city residents who worked 
outside the city or by non-residents em- 


TABLE I 
PHILADELPHIA RevENvES, 1940-1958 


GENERAL Funp Torats, Income Tax AND Property Tax YIELDS 


Income Tax Receipts Real Estate Tax Receipts* 





General Fund 





Year ; of 7 ie 

Receipts % of Total % of Total 

Seta Amount Gen. Fund Amount Gen. Fund 
1958 (Estimates) $207 ,040,000 $68,100,000 32.9 $77,136,000 37.3 
1957 (Estimates) 200,440,000 63,700,000 31.9 76,037,000 38.0 
1956 172,575,472 53,126,908 30.8 62,810,949 36.3 
1955 , 165,544,343 50,189,625 30.2 61,746,892 37.2 
1954 160,950,633 48,831,453 30.0 60,815,590 378 
1953 157,578,474 48,803,733 31.0 59,794,515 378 
1952 146,674,766 45,624,395 31.0 55,914,346 38.1 
1951 139,037,538 43,001,462 30.9 54,217,294 39.0 
1950 126 026,097 37,542,682 29.8 50,318,253 39.1 
1949 115,695,651 30,722,114 26.6 49,372,088 42.7 
1948 111,611,115 31,166,769 27.9 47 557 942 426 
1947 106,065,514 27,581,719 26.0 46,947,166 44.2 
1946 97 557,493 25,215,449 258 43,177,564 443 
1945 89,343,124 22,430,548 25.0 43,565 666 48.8 
1944 86,678,532 22,315,170 25.7 42,474,977 49.0 
1943 85,690,577 20,761,883 24.2 43,746,800 51.2 
1942 89,200,346 24,762,041 278 43,377 369 486 
1941 84,199,424 18,377,901 21.9 43,909,874 §2.1 
1940 80,377 305 16,283,820 20.0 43,957,911 54.7 





Sources: Figures for 1940-1951 were taken from the Philadelphia City Controller’s Annual 
Report for each of the years indicated. Figures for the years 1952 and 1953 were taken from the 


Philadelphia Director of Finance’s Annual Reports. 


Figures for the years 1954, 1955 and 1956 


were taken from the City of Philadelphia Financial Reports, Office of the Director of Finance. 
The 1957 and 1958 estimates were taken from the Mayor’s Budget Message. 


* Philadelphia has both a real estate and a personal property tax, and the figures included 
in this table do not include receipts from the personal property tax. 


propriated $125,000 for personnel ex- 
penses and for equipment and supplies 
for the year 1940. The Receiver of 
Taxes and staff were vested with powers 
to administer oaths and to examine 
books, papers, and records of employers 
whose employees were subject to the tax, 
and of unincorporated enterprisers who 





ployed at the Navy Yard or by state 
and federal governments within the 
city. Such employees were required by 


52 Bureau of Municipal Research and Pennsylvania 
Economy League, Philadelphia Government, Phila- 
delphia, 1956, Chapter 20, p. 263; Edward W. Carter 
and Edward B. Shils, “* Philadelphia’s Earned Income 
Tax,” American Political Science Review, April, 1940, 
pp. 311-316, 
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the 1939 ordinance to fill out and file 
returns quarterly and to pay their taxes 
directly to the Receiver of Taxes. Many 
of these employees evaded the tax for 
the first few years it was in effect, and a 
diminishing, though still substantial, 
number of workers have continued to 
evade the tax in more recent years.”* 

Administration of the Income Tax 
Under the Home Rule Charter. Under 
the Home Rule Charter of 1951, which 
became effective in January, 1952, all 
tax collections have been concentrated 
in the Department of Collections, which 
has as its head a Revenue Commissioner 
appointed by the Director of Finance 
with the Mayor’s approval. The De- 
partment of Collections has three main 
units — the Administrative Office, the 
Bureau of Accounts and Revenue, and 
the Bureau of Enforcement. 

The integration of tax collections in 
one well-organized department has re- 
sulted in greatly increased efficiency in 
the performance of this important func- 
tion of city government. The Depart- 
ment now has approximately 1100 em- 
ployees, chosen under the city’s highly 
effective merit system. The last vestiges 
of the costly and inefficient patronage 
system were eliminated from this de- 
partment soon after the new Home Rule 
Charter became effective in 1952. Old 
employees, as well as new recruits, were 
required to take civil service examina- 
tions and, unless the incumbent em- 
ployees passed these tests, they were dis- 
missed. 

The Department of Collections pres- 
ently maintains some 48,500 employers’ 
withholding accounts covering approxi- 


53 It was reported in 1954 that a spot survey at a 
large industrial plant in Camden, New Jersey, re- 
vealed that owners of 72 per cent of the cars identi- 
fied as belonging to Philadelphians were not paying 
the city tax. (See Sigafoos, op. cit., p. 43). 
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mately 850,000 employees, and it also 
has about 77,000 net profits’ accounts of 
non-corporate enterprisers doing busi- 
ness within the city. Employers whose 
withholding exceeds $50 per month are 
required to make monthly returns and 
remittances to the Department of Col- 
lections or to deposit their collections in 
banks designated by the Department. 
They are also required to file quarterly 
returns with their monthly deposit slips 
attached. Employers whose monthly 
withholdings are less than $50 per month 
file quarterly returns and pay their taxes 
in quarterly installments. All employ- 
ers file an annual form with the Depart- 
ment of Collections similar to the W-2 
forms required by the Federal Internal 
Revenue Service. 

There are still some evasions of the 
Philadelphia income tax, although steps 
have been taken to reduce significantly 
the number of evaders and the total 
amount of tax evaded. One responsible 
official within the Department of Col- 
lections ventured the suggestion that, if 
the effectiveness of enforcement efforts 
persists throughout the year 1958, in- 
come tax evasion in Philadelphia will 
thenceforth be a relatively minor prob- 
lem. 


Conclusions 


Philadelphia’s income tax has weath- 
ered all major legal and constitutional 
challenges up to date, except for the 
provisions invalidated in cases discussed 
above. It seems perfectly clear that the 
tax has been accepted as a permanent 
revenue measure, second only to the real 


estate tax in productivity. It is not a 
theoretically perfect tax, although in 
Philadelphia’s diversified revenue pro- 
gram there is probably no genuine altern- 
ative that could be employed with equal 
satisfaction to supply the city’s revenue 
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needs which have mounted steadily since 
World War II and which show no signs 
of abatement in the near future. 
Philadelphia taxpayers and their rep- 
resentatives on City Council seem much 
more favorably disposed toward a tax 
measure which exacts a substantial con- 
tribution from non-residents for services 
rendered than a tax which has no such 
result. The income tax does that more 


effectively than any other feasible altern- 
ative, and does so at a rate which up to 
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this time has been relatively low. This 
type of tax fits appropriately into more 
comprehensive programs designed to 
solve the metropolitan problem, or at 
least one important aspect of that prob- 
lem. Other features of a metropolitan 
program may in time receive the support 
essential to make them effective, but 
they doubtless will gain that acceptance 
much more slowly than did the Phila- 
delphia income tax. 





THE EXCESS-PROFITS TAX AND BUSINESS 
EXPENDITURES 


GEORGE E. LENT * 


Re EXCESS-profits tax is commonly 

charged with stimulating wasteful 
business expenditures and contributing 
to the inflationary influences which 
generally occasion its enactment. The 
birth of the Korean excess-profits tax 
was attended by dire predictions of such 
untoward results, and similar arguments 
were employed to hasten its demise in 
1953. 


* The author is Visiting Professor of Business 
Economics, Amos Tuck School of Business Admin- 
istration, Dartmouth College. The study was com- 
pleted under a grant from the Alfred P. Sloan 
Foundation. 


1 Abundant examples may be cited: “When the 
Federal Government takes 82 cents in taxes out of 
every dollar of corporate profits, little incentive is left 
to justify the wear and tear on human and mate- 
rial resources to increase profits by expanding sales 
volume and by holding down costs. ... There is a 
natural temptation to encourage excessive spending for 
such items as advertising, travel, and other promotional 
activities when the cost is only 18 cents for each 
dollar and when the prospect for creating future 
goodwill is so apparent.” Council of State Chambers 
of Commerce, Bulletin No. 18, Apr. 2, 1953. “ The 
third ground for objection is that the excess profits 
tax contributes to inflation. ... The tax undermines 
the incentives to control cost by coming, eventually, 
to virtually complete confiscation of the excess 
profits tax net income.” Taxation Committee, Na- 
tional Tax Association of Manufacturers, Oct. 1950. 
*. .. We feel that the waste and inefficiency of high 
marginal tax rates that are characterized by, say, an 
85 percent rate on one part of the profits, needs no 
further emphasis from us.” Statement of Arthur 
Smithies before Committee on Ways and Means, Nov. 
15, 1950. ‘“ The extremely high marginal rate is, of 
course, the reason why excess profits taxation is such 
a source of waste and obstacle to efficiency. .... 
Corporations subject to an 85 percent excess profits 
tax would rather spend their potential profits for 
various nonproductive and nonessential purposes than 
pay them to the Treasury. ” Committee for Economic 
Development, Paying for Defense, 1950. “ The cre- 
ation by tax law of cheap dollars has resulted, and 


The tax-induced expenditure theory 
of excess-profits taxation has never been 
adequately tested by an appeal to facts.” 
This article will examine the proposition 
that an excess-profits tax fosters inflation 
and encourages economic waste in the 
light of the behavior of corporation 
expenditures over the period of the 
excess-profits tax of 1950-1953.* Al- 
though attention is focused on the excess- 
profits tax in effect during this period, 
corporation normal and surtax rates 
were also increased from 38 per cent to 
§2 percent. This must be borne in mind 
in appraising our results. 


Rationale of Tax-Induced Expenditures 


No consistent theory of tax-induced 
business expenditures has been formu- 
lated by those holding to it. The case 
appears to rest largely on the theory that 
management becomes increasingly in- 
different to costs as the rate of tax on 
business income increases. Expenditures 





will result again, in carelessness, waste, and extrava- 


gance.” B. Ruml, Excess Profits Taxation (Prince- 
ton: Tax Institute, Inc., 1953) p. 48. 


2A notable exception is the research of J. E. 
Dugan and R. A. Zubrow. Part of their findings is 
published in “ The Influence of the Excess Profits 
Tax on Business Decisions to Invest,” National Tax 
Journal, Vol. VII (Sept., 1954) pp. 242-251. 


3 This analysis is based on aggregate data from 
annual Statistics of Income, Part 2, supplemented by 
comparative data from income-tax returns of about 
250 identical manufacturing corporations for the 
years 1948-1953, of which about 175 were. subject 
to excess-profits tax. This list comprises those 
corporations which reported a taxable profit of $5 
million or more for any one year during the period 
1948-1953 and which account for approximately one- 
half of all manufacturing corporations’ profits. 
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that would not be undertaken at a 50 
per cent rate, because they would cost 
50 cents on the dollar after tax, would 
be incurred at, say, an 85 per cent rate 
because they cost only 15 cents. The 
remainder of the cost is presumed to be 
borne by the government. 

According to one view, the so-called 
cheap tax dollar induces higher business 
expenses per se, without reference to 
their timing. That is, the standards 
guiding business expenditures over a 
period of high tax rates would be some- 
what less restrictive than those control- 
ling at a low-tax level; high rates reduce 
the incentives to control costs. Such a 
view has gained wide currency, despite 
its inconsistency with the business ob- 
jective to maximize stockholders’ (or 
owners’) profits after tax. This objec- 
tive would seem to require even greater 
control over business expenditures in 
order to attain higher profits before tax 
—rather than less—so as to minimize 
the net effects of high tax rates on the 
stockholders. 

According to another version, an 
excess-profits tax does not change the 
total amount of business expenditures 
over time, but only their timing. Here 
the advantage lies in writing off at high 
tax rates expenditures which would have 
been deferred and regularized over time 
if tax rates remained the same. Such 
shifting of expenditures from one taxable 
year to another would be appropriate in 
the case of repairs, contributions, and 
gifts, and some pension-fund payments. 
(Similarly, sales may be shifted from a 
high-tax period to a low-tax period, 
thereby minimizing taxes and reducing 
government revenues. ) 

According to another view, high tax 
rates which are believed to be temporary 
encourage expenditures for research and 
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development, advertising and other pro- 
motion, the fruits of which are expected 
to be realized in the future when tax 
rates are lower. Temporarily high rates 
tend to improve the odds on a business 
venture and thereby promote risk- 
taking. This is because the govern- 
ment’s share in the cost of underwriting 
the venture is greater than its expected 
rate of participation in the prospective 
profits. This principle may involve not 
only an acceleration in the timing of 
business expenditures, but also an in- 
crease in the total of such expenditures 
over time. 

Finally, high corporate rates may give 
added impetus to the expense-account 
type of expenditures for travel, enter- 
tainment, gifts and related disbursements 
which can be enjoyed by officer-owners 
of the business. They may also provide 
greater incentive to the payment of high 
salaries and bonuses and similar emolu- 
ments, particularly in the case of closely- 
held businesses. Various forms of dis- 
guised compensation may qualify under 
the law as “ ordinary ” and “ necessary ” 
as well as “ reasonable ” in their deduct- 
ibility for tax purposes. Some of such 
payments in kind may escape taxation 
entirely in the hands of the recipient as 
necessary business expenses; other pay- 
ments, such as salaries and bonuses, may 
be taxed at personal rates in lieu of 
their distribution as corporation divi- 
dends which would be twice exposed to 
the tax machine. 

The tax-free transfer of income from 
a corporation at high tax rates to officer- 
owners of a business would so increase 
the net profits of a business in a situation 
of temporarily high tax rates as to be- 
come a favorite form of tax avoidance. 
Such tax effects were magnified during 
the period of high tax rates 1950-53, 
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and many serious cases of abuse were 
uncovered. However, a careful survey 
of selected 1951 tax returns by the 
Internal Revenue Service disclosed that 
such abuses were no greater for com- 
panies subject to excess-profits tax than 
for other businesses. 


Korean Tax Rates and Profits 


Prior to the outbreak of Korean hos- 
tilities, postwar corporation-income-tax 
rates leveled off at 38 per cent. After 
Korea, the Revenue Act of 1950 raised 
corporation rates to 42 per cent for the 
calendar year 1950 and 45 per cent for 
following years. This action was fol- 
lowed by the Excess Profits Tax Act of 
1950 (enacted January 3, 1951) which 
increased corporation-income rates to 47 
per cent and imposed a tax of 30 per 
cent on excess profits. The Revenue 
Act of 1951 further increased the 
corporation-income-tax rate to 52 per 
cent, which was fully effective for years 
beginning after March 31, 1951. Over- 
all effective-rate ceilings were also en- 
acted. As a result of these increases, 
total income- and excess-profits-tax rates 
over this period were as follows: 








Maximum marginal i 

rates Maximum 

combined 
effective 


rates 


Calendar 
year 








Pre- 
Korean 38% 


1950 52 
1951 68 
1952 70 
1953 70 
1954 52 





Firms subject to excess-profits tax thus 
experienced a two-fold rate increase 
within this brief period of time. 

The year 1951 marked the high tide 
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of business profits and of excess-profits- 
tax liabilities, when 40,746 corporations 
reported excess-profits taxes of $2.5 
billion. Although these companies ac- 
counted for 55 per cent of profits of all 
corporations with net income, they 
represented only 9 per cent of the num- 
ber of active corporations. Corporations 
with incomes under $25,000 were ex- 
empt, and many classes of business 
escaped the tax almost entirely. Both 
the number of corporations subject to 
excess-profits tax and the amount of tax 
paid declined in 1952 and 1953. In 
1952 only about 31,000 companies paid 
excess-profits taxes of $1.6 billion, and 
in 1953 tax liabilities remained at this 
level. 

Manufacturing companies alone ac- 
counted for about 85 per cent of all the 
excess-profits tax. In 1952 about 15,900 
manufacturing companies paid it; by 
1953 the number had dropped to 12,300. 
Total manufacturing income reported 
on income-tax returns, together with 
income and excess-profits-tax liability, 
is shown in Table I. 


Selected Expenditures of 
Manufacturing Companies 


It is not possible fully to test the 
validity of the tax-spending hypothesis 
without inquiring into the considera- 
tions motivating managerial expenditure 
policy under different tax rates. It 
is nevertheless possible to determine 
whether the pattern of business expendi- 
tures was consistent with the hypothesis 
that they increased over the period of 
the excess-profits tax. For this purpose 
certain types of controllable expendi- 
tures, including repairs, advertising, con- 
tributions and gifts, and contributions 
to pension funds, were selected for pre- 
liminary testing. Research and devel- 
opment expenses are also in this category, 
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but no breakdown for such expenditures 
is available from tax reports. The ex- 
perience of manufacturing companies 
will be singled out for special attention, 
because they bore an especially high 
proportion of excess-profits taxation. 
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tures to gross sales and receipts is useful 
in appraising the wartime increases in 
these classes of expenses. 

Repairs of manufacturing corpora- 
tions in general rose slightly more than 
could be expected on the basis of this 


standard—from an average of 1.46 per 
cent in 1946-49 to 1.55 per cent in 1952 
and 1.61 per cent in 1953. Similarly, 
advertising expenses increased, from 


Table II shows how expenditures of 
manufacturing companies for these se- 
lected items increased during the Korean 
period. Between 1949 and 1953, for 


TABLE I 
Net INcoMe AND Taxes OF MANUFACTURING CorPORATIONS WITH Net INcoME—1946-54 
(Millions of dollars) 








Federal income and excess-profits tax 





<r Ratio of ae 
, Net income —_—_—— Net income 
Year before tax Net — a Total Bb os chon after tax 
1946 $12,680 $ 4,468 $ 160 $ 4,628 36.5% $ 8,052 
1947 17,516 6,319 , 6,319 36.1 11,197 
1948 18,928 6,822 6,822 36.0 12,106 
1949 15,342 §,497 5,497 35.8 9,845 
1950 24,224 9,565 1,072 10,637 43.9 13,587 
1951 25,497 12,088 2,075 14,163 55.6 11,329 
1952 21,085 10,126 1,294 11,419 54.2 9,662 
1953 22,258 10,771 1,389 12,161 54.6 10,097 
1954 19,663 9,452 31 9,483 48.2 10,180 





Source: U. S. Treasury Department, Statistics of Income, Part 2. 


example, the following increases took 
place: 


Repairs 67.3% 
Advertising 52.6 
Contributions and gifts 182.7 
Pension-fund contributions 179.1 


During the same period, however, the 
volume of business, as well as profits, 
greatly expanded. Gross sales and re- 
ceipts, used as a measure of this expan- 
sion, increased by 50.2 per cent. 

It will be noted that the selected ex- 
penses held a fairly constant relation- 
ship to gross sales and receipts in the 
prewar years, 1946-49. Exceptions are 
found only in the depression year, 1949. 
Although changes can be explained on 
logical grounds, the ratio of expendi- 


around 1.02 per cent of sales in 1946- 
49 to 1.12 per cent in 1952 and 1.15 
per cent in 1953. The ratio of contri- 
butions to gross receipts, however, vir- 
tually doubled over this period, from 
about .06 per cent in 1946-49 to .12 per 
cent in 1953. Employer contributions 
to: pension funds in relationship to sales 
also doubled, from an average of .33 per 
cent in 1946-49 to .71 per cent in 1953. 

It seems apparent from the record 
that certain controllable expenses of 
manufacturing corporations expanded 
more rapidly than the volume of busi- 
ness over the period of the excess-profits 
tax. It is by no means clear, however, 
that such increases were induced by 
the higher tax rates. They may have 
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reflected rather the intensified demands 
of high business activity in the case of 
repairs, business prosperity in the case 
of contributions and gifts, increased 
competitive factors in the case of adver- 
tising, and institutional factors or labor 
pressures in the case of pension-fund 
contributions. It is necessary therefore 
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receipts. In 1952 and 1953, however, 
repairs increased at a faster rate than 
the volume of business. As measured 
by pre-Korean standards, the excess 
amount claimed in 1953 amounted to 
about $400 million, an increase of 10 
per cent. 

Repairs may have been stepped up in 


TABLE II 


Gross Sates AND Setectep Depuctions, 1946-55 
Art CorPoRATIONS AND MANUFACTURING CorRPORATIONS 


(In millions of dollars) 











Repairs 
Gross sales 


Advertising 


Pension fund 
contributions 


Contributions 
and gifts 





Year and 


receipts Per cent 


receipts 


Amolint of gross Amount of gross 


Per cent 
Amount of gross 
receipts 


Per cent 
Amount of gross 
receipts 


Per cent 


receipts 





All Corporations 


0.99% 
0.96 


$275,687 
353,794 
395,565 
377,457 
439,882 


497,203 
509,319 
534,568 
528,906 
612,683 


$2,716 
3,408 
3,826 
3,533 
3,750 
4,731 
5,068 
5,573 
5,026 
5,624 


$2,408 
3,032 
3,466 
3,773 
4,097 


4,553 
5,027 
5,481 
5,770 
6,602 


1947 
1948 
1949 
1950 


1951 
1952 
1953 
1954 
1955 


0.08% 0.30% 
0. 


241 ’ 
239 0.29 


223 


399 
495 
314 
415 


Manufacturing Corporations 


1.46 
1.45 
1.48 
1.45 
131 


1.46 
1.55 
1.61 
1.48 
1.45 


1946 1,365 
1947 
1948 
1949 


1950 


1951 
1952 
1953 
1954 
1955 


136,906 
177,777 
197,115 
184,479 
216,819 


251,227 
257,322 
277,225 
264,547 
301,720 


2,005 
2,571 
2,921 
2,676 
2,840 


3,671 
3,992 
4,476 
3,915 
4,372 


3,351 
3,736 


1.00 
0.97 
0.98 
1.13 
1.07 


1.03 
1.12 
1.15 
1.27 
1.24 


116 
129 
120 
116 
131 


200 
242 
328 
175 
241 





Source: U. S. Treasury Department, Statistics of Income, Part 2. 


to analyze further these expenditures to 
determine more clearly their relationship 
to the excess-profits tax. 


Repairs 


Expenditures on repairs to buildings, 
machinery, and equipment, by manu- 
facturing corporations rose substantially 
between 1949 and 1951, but maintained 
a fairly constant ratio to gross sales and 


1952-53 in anticipation of the excess- 
profits tax’s expiration. If this were 
true, however, the postwar maintenance 
rate could be expected to drop below the 
base-period ratio. Instead, it was re- 
established at the prewar standard. While 
it seems likely that the temporarily high 
tax rates invited an acceleration of re- 
pairs, higher war-time use-rates as well 
as greater expensing of capital improve- 
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ments probably also contributed to the 
higher maintenance charges. 


Advertising Expenditures 


Advertising expenditures of manu- 
facturing corporations expanded from 
$1,365 million in 1946 to $3,175 mil- 
lion in 1953. This represented an aver- 
age annual increase of over $250 million. 
Only in 1949, a year of declining busi- 
ness, did the increase fall substantially 
short of this average. 

Advertising expenditures over this 
period increased at a more rapid rate 
than gross sales, rising from a 1946-48 
average of less than 1.0 per cent to 1.12 
per cent in 1952 and 1.15 per cent in 
1953. Since advertising budgets are 
commonly based on prospective sales, 
this upward trend could have been re- 
lated to the sharp rise in tax rates. And, 
a priori, a relative increase in advertising 
expenditures over a period of tempo- 
rarily high tax rates might be justified 
by the expectation of higher sales after 
rates are reduced. This would be par- 
ticularly true of campaigns designed to 
build up a trade name or to promote 
new products. Yet advertising expend- 
itures continued to increase following 
the repeal of the excess-profits tax, and 
their ratio to sales actually rose to 1.27 
per cent in 1954 and fell back only to 
1.24 per cent in 1955. 

Further analysis of the tax returns of 
about 250 large manufacturing com- 
panies that account for about one-half 
of all manufacturing profits tends to 
confirm the conclusion that changes in 
advertising expenditures were not, in 
general, related to the excess-profits tax. 
Advertising expenditures for companies 
subject to excess-profits tax increased 
from .91 per cent of gross sales in 1948 
to a maximum of 1.01 per cent in 1952, 
an increase of 11 per cent. Advertising 
expenditures of companies not subject 
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to excess-profits tax, however, increased 
from 1.07 per cent of sales in 1948 toa 
maximum of 1.30 per cent, in 1953, an 
increase of 21.5 per cent. Data for 
these two groups of companies are com- 
pared in the following summary: 


ADVERTISING EXPENDITURES AS A PER CENT OF 
Gross Sates AND Recerpts, 1948-1953 
Setectep MANUFACTURING CORPORATIONS 








Corporations not 
subject to excess- 


Corporations 
subject to excess- 














Yeos profits tax profits tax 
ot Index * . Index * 
Ratio (1948-100) Ratio (q948 - 100) 
1948 91% 100.0 1.07% 100.0 
1949 99 108.8 1.26 1178 
1950 97 106.6 1.16 108.4 
1951 91 100.0 1.19 111.2 
1952 1.01 111.0 1.20 112.1 
1953 97 106.6 130 121.5 
* 1948 = 100. 


Over the period there was an upward 
shift in the advertising-sales ratios of 
individual companies in each of the 
groups. Changes in the pattern between 
1948 and 1953 can be seen in the fol- 
lowing comparison of the proportion of 
companies in each group with advertising 
in excess of selected ratios to sales: 








Percentage of corporations: 











ee of 
advertising With Wi 
thout 
br oma excess-profits 
(Lower — 
limit) 1948-1953 1948 1953 
0.0% 86.1% 84.7% 824% 86.1% 
1.0 30.0 344 33.7 40.2 
2.0 13.3 146 29.6 36.0 
3.0 72 8.4 20.1 276 
4.0 5.0 72 16.0 178 
5.0 33 55 13.3 16.4 
6.0 2.1 33 76 94 





A greater proportion of companies not 
subject to excess-profits tax had adver- 
tising-sales ratios higher than those sub- 
ject to the tax. In 1948, for example, 
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about 30 per cent of the former spent 
over 2 per cent of their sales on adver- 
tising against only 13 per cent of those 
subject to the excess-profits tax. These 
variations reflect the different character 
of industries in the two groups rather 
than experiences of different companies 
in the same industries. Following impo- 
sition of the excess-profits tax both 
groups stepped up their advertising-sales 
ratios, but by 1953 the increases were 
greater for companies not subject to 
excess-profits tax. (An examination of 
individual cases rules out the possibility 
that higher advertising budgets of com- 
panies not subject to excess-profits tax 
may have been adopted to avoid the tax). 

The foregoing data indicate that in- 
creased advertising expenditures during 
the Korean period were not necessarily 
related to the temporary excess-profits 
tax. This conclusion tends to be sup- 
ported by the continued rise in advertis- 
ing outlays after repeal of the tax. 
Although higher tax rates may have 
motivated larger promotional budgets 
of some corporations, the upward trend 
must be accounted for primarily by 
other factors, including, possibly, the 
higher level of corporation-income-tax 
rates. 


Contributions and Gifts 


A sharp rise in corporation contribu- 
tions coincided with the imposition of 
the excess-profits tax. Over the four- 
year period, 1947-50, contributions re- 
ported by all corporations averaged 
about $240 million a year. They then 
doubled to $495 million by 1953. Those 
of manufacturing corporations increased 
160 per cent from a yearly average of 
$125 million to $328 million in 1953. 

Contributions and gifts of all cor- 
porations combined increased at a more 
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rapid rate than gross sales and receipts, 
from a ratioof 0.06 per cent to 0.09 per 
cent in 1953. The ratio of contribu- 
tions and gifts to sales of manufacturing 
corporations virtually doubled from 0.06 
per cent to 0.12 per cent. 

Business contributions for educational 
and welfare purposes are generally rec- 
ognized to be of considerable goodwill 
value. At a tax rate of 52 per cent, 
contributions may be amply repaid in 
better labor and community relations. 
A temporary rate of 82 per cent made 
such expenditures particularly worth- 
while, and stimulated the establishment 
of many business foundations or trusts 
during the excess-profits-tax period. 
Contributions to a company-sponsored 
foundation could be made to the full 
extent of the 5 per cent of earnings 
allowable for tax purposes; actual dis- 
tribution by the foundation itself may 
be deferred until later years.* 

The contributions of companies sub- 


_ ject to excess-profits tax increased at a 
. faster rate than those of other companies. 


The comparative relationship of contri- 
butions and gifts to gross sales and re- 
ceipts for the two groups of identical 
manufacturing companies is shown be- 
low: 


ConTRIBUTIONS AND Girts AS A Per Cent or 
Gross Sates AND Receipts, 1948-53 
SeELecTED MANUFACTURING CorRPORATIONS 








Corporations 
subject 
to excess- 
profits tax 


Corporations 
not subject 
to excess- 
profits tax 


Year 





1948 30% 
1949 AT 
1950 

1951 

1952 

1953 





4 Of six foundations described in a recent report, 
five were established during the period of the Korean 
(See next page) 
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It is possible, of course, that the in- 
crease in gifts by excess-profits-tax com- 
panies reflected their greater profitabil- 
ity, as such, rather than the tax rate. 
After meeting dividend and investment 
requirements, they could better afford 
to support other nonessential activities 
which were believed to enhance their 
goodwill. 

The increasing role of corporate phi- 
lanthropy has also been influenced by 
important postwar developments other 
than taxation and the emergence of the 
corporate foundation. One of the most 
important of these factors was the de- 
cision in A. P. Smith Manufacturing 
Company v. Barlow et al.® which clari- 
fied the New Jersey laws governing the 
authority of a corporation to make gifts 
for the “ corporate benefit,” and helped 
resolve legal doubts in other states as 
well. Many states also recently liberal- 
ized their corporation laws so as to au- 
thorize such gifts. Increased recogni- 
tion of the responsibility of corporations 
for the support of education, hospitals, 
and ~ublic-welfare programs, has also 
been stimulated by highly organized 
fund-raising campaigns and publicity 
programs. 

But it seems clear that much of the 
rise in corporate giving was stimulated 
by high tax rates. The perfection of 
the company charitable foundation fa- 
cilitated this development by placing 
corporate giving on a more rational and 
systematic basis and enabling maximum 
advantage to be taken of temporarily 
high rates. The sharp drop in corpora- 





excess-profits tax. Several of these sponsors con- 
tributed a full 5 per cent of their taxable income to 
the foundation during these years. National Indus- 
trial Conference Board, Company Sponsored Foun- 
dations. Studies in Business Policy, No. 73 (1955). 


5 Supreme Court of N. J., June 23, 1953; cert. 
dismissed, U. S. Supreme Court, Oct. 26, 1953. 





EXCESS-PROFITS TAX AND BUSINESS EXPENDITURES 


261 


tion gifts in 1954, as shown in Table II, 
following the termination of the excess- 
profits tax, tends to confirm its impor- 
tant influence. 


Contributions to Pension Funds 


One of the fastest rising business ex- 
penses since 1949 has been the contribu- 
tion of employers to pension-fund and 
profit-sharing plans. Deductions re- 
ported by all companies rose from $1.2 
billion in 1949 to almost $3.0 billion in 
1953 (Table Il). Similar increases oc- 
curred in manufacturing, where contri- 
butions rose from $0.7 billion to almost 
$2.0 billion. The sharpest rise occurred 
between 1949 and 1951 when contribu- 
tions were increased by over $1.1 bil- 
lion. As previously indicated, such con- 
tributions rose twice as rapidly as the 
volume of business; in the case of manu- 
facturing corporations they rose from 
.33 per cent to .70 per cent of gross 
sales and receipts. The number of plans 
approved by the Internal Revenue Serv- 
ice over this period also greatly increased. 

Current deductions for contributions 
to pension funds enable employers to 
anticipate the future cost of retiring 
older workers. Deductibility at high 
tax rates thus tends to stimulate the 
growth of such plans when it is believed 
the tax is temporary and will be suc- 
ceeded by lower corporate rates. Such 
temporarily high rates reduce the net 
cost of retiring workers which might 
alternatively be met out of future cur- 
rent earnings by a nonfunded or less 
fully-funded plan. In addition, earn- 
ings of the pension fund are tax free. 


6In addition, deductions of almost $.9 billion 
were reported in 1953 for contributions by all cor- 
porations to other employee-benefit plans covering 
insurance, health, welfare, etc. But since this was 
the first year when reporting of these contributions 
was required, there is no basis for comparison with 
previous years. 
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A special tax advantage may also be 
gained in financing payment of em- 
ployer contributions for past service 
(that is, employment prior to adoption 
of a plan) at a low net cost. These 
costs are often a barrier to the adoption 
of pension plans. Although the law 
requires that past-service costs be spread 
over a minimum period of 10 years, 
even three or four years of high tax 
rates greatly ease this financing. 

The adoption of pension and profit- 
sharing plans during temporarily high 
rates is also advantageous to employees. 
Key employees especially are better sat- 
isfied to have their compensation de- 
ferred, in lieu of current bonuses, to a 
period when tax rates are expected to 
be lower. Deferred-compensation plans 
not only permit payment at lower tax 
rates but also avoid steeply graduated 
rates by spreading income over a longer 
time period. 

While it is known that companies 
subject to excess-profits tax increased 
their pension contributions more rap- 
idly after 1949 than other companies, 
this may be accounted for by other than 
tax reasons. Perhaps the most signifi- 
cant factor was the 1949 steel strike, 
which revolved on the issue of higher 
pensions. Liberal pension settlement by 
the steel industry was followed by simi- 
lar concessions in the automobile and 
other heavy industries. Pension contri- 
butions thus saw their greatest increase 
in 1950, before the excess-profits tax 
was actually enacted, and in 1951, the 
first full year of the tax. It was these 
industries—automobiles, tires, steel, farm 
equipment and allied businesses—which 
had the greatest expansion during this 
period and were hardest hit by the prof- 
its tax. Those industries less subject to 
excess-profits tax—for example, brew- 
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ing, distilling, petroleum, canning, pack- 
ing and publishing—were not con- 
fronted with similar labor demands, and 
held their pension funds at relatively 
lower levels. 

Wage-stabilization policies during the 
Korean period also encouraged further 
liberalization of pension benefits in lieu 
of wage increases. In February, 1952, 
the Wage Stabilization Board issued 
Wage Regulation No. 21 which largely 
removed pensions from wage controls, 
and unions and employers were free to 
bargain on the establishment of new 
plans. High corporate-tax rates un- 
doubtedly relaxed employer opposition 
to increased pension benefits at this time. 


Summary 
and Conclusions 


The enactment of an excess-profits 
tax during emergency periods has been 
vigorously opposed on grounds that it 
stimulates wasteful expenditures and 
tends to have a destabilizing effect on 
the economy. Analysis of corporation- 
income-tax returns, however, shows no 
such clear relationship between the 
Korean excess-profits tax and business 
expenditures. 

Expenditures on advertising increased 
steadily over this period, both absolutely 
and in relationship to gross sales. How- 
ever, continued expansion of advertising 
following expiration of the excess-profits 
tax would appear to indicate an upward 
trend in advertising budgets rather than 
the effect of higher tax rates. The fact 
that advertising expenditures by com- 
panies with excess-profits tax actually 
increased less in relationship to sales than 
expenditures by companies not subject 
to the tax tends to confirm this view. It 
seems likely that the increasingly com- 
petitive situation following the early 
postwar years, rather than high tax rates, 
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stimulated greater advertising outlays. 
The higher level of corporation-income- 
tax rates also may have contributed, but 
this seems doubtful. 

Pension-fund contributions increased 
significantly between 1949 and 1953, 
but the greatest rate of increase origi- 
nated in 1949 and 1950, before enact- 
ment of the excess-profits tax. The sharp 
rise in these expenditures can be ex- 
plained by the liberalized pension pro- 
visions gained by labor in 1949 and 1950. 
Pension benefits also provided a legiti- 
mate escape from the rigid wage con- 
trols enacted during the Korean War. 
While temporarily high tax rates may 
have facilitated the financing of such 
benefits, particularly with respect to 
past service, they were not the princi- 
pal motivating force. 

On the other hand, a substantial rise 
in outlays for maintenance and repairs 
in 1952 and 1953 may be explained 
largely by the completion of extensive 
repair programs in advance of the ex- 
pected drop in tax rates. But higher 
machinery use-rates and greater expens- 
ing of capital improvements probably 
also contributed to the jump in main- 
tenance costs. 

Similarly, the excess-profits-tax pe- 
riod witnessed an extraordinary increase 
in corporate philanthropy. Reported 
contributions and gifts more than dou- 
bled between 1949 and 1953, and then 
declined sharply. Contributions of 
excess-profits-tax companies increased 
much faster than those of companies 
not subject to the tax, and “ excess” 
1953 expenditures may have amounted 
to approximately $150 million. Greater 
liberality may, of course, have origi- 
nated in the greater profitability itself 
and a plethora of funds. Increased 


awareness of corporate responsibility for 
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the support of welfare and education, 
favorable court decisions, and develop- 
ment of the company-sponsored foun- 
dation, all undoubtedly contributed to 
this liberality. The possibility of build- 
ing up a corporate foundation at high 
tax rates, with spending of the trust 
funds deferred to a later date, proved 
to have considerable tax appeal. 

All together, higher business expendi- 
tures that may have been induced by 
the excess-profits tax reached their peak 
in the last year of the excess-profits tax. 
But even in this year they do not appear 
to be of significant magnitude. 

Most of the tax-induced increases can 
be explained by the advanced timing of 
expenditures that would be ordinarily 
deferred, rather than by an absolute in- 
crease in expenditures over time. For 
example, it was clearly advantageous to 
write off an extensive repair program, to 
undertake a contemplated business move, 
or to speed up the introduction of a new 
product, before expiration of the excess- 
profits tax. 

Although a sound rational basis can 
be found for increasing, under high tax 
rates, certain types of expenditures 
whose benefits are expected to be real- 
ized in the future at lower rates, this 
principle does not appear to have found 
substantial support in practice. Higher 
advertising expenditures, for example, 
can be accounted for on non-tax 
grounds; research and development ex- 
penditures are in a similar category, but 
little detailed information is available.® 


6 An exhaustive study of research and development 
expenditures, conducted for the National Science 
Foundation by the Bureau of Labor Statistics in 1953, 
indicated no influence of high tax rates on business 
spending policy other than their limitation of cor- 
poration funds available. Science and Engineering in 
American Industry, Final Report on a 1953-1954 
Survey, National Science Studies (Washington: Gov- 
ernment Printing Office). 
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However, there are economic limitations 
to the expansion of such expenditures 
that depend on their cost, net of tax, as 
contrasted with the future benefits to 
be reaped, also net of tax. 

High tax rates do not appear to pro- 
vide any rational basis for relaxing 
management control over expenditures 
during an emergency period. During 
the Korean profits tax eighteen cents in 
income could be gained for each dollar 
saving in cost. 

While high rates encourage added 
payments to officer owners, detailed 
Treasury studies disclosed no greater 
expense-account abuses by companies 
subject to excess-profits tax than others. 
The difference between a 52 per cent 
and 82 per cent rate apparently did not 
affect the scale of owner-manager per- 
quisites supplied by the corporation. 

It would be erroneous to assume that 


all increases in corporate expenditures 
engendered by an excess-profits tax tend 
to have a destabilizing effect on the 


economy. Distinction must be made 
between resource-using expenditures 
and transfer expenditures. Increased 
contributions, for example, may simply 
be funded in a company-sponsored foun- 
dation and invested in government or 
other securities. The actual spending 
on goods or services may be deferred for 
a long period of time. Similarly, pen- 
sion-fund contributions represent simply 
transfers of funds to a corporate trust 
or insurance company, and have no cur- 
rent impact on the use of resources. On 
the other hand, the bunching of repairs 
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in one year, as well as greater expendi- 
tures on research and development and 
other items, contribute to inflationary 
influences. The latter category prob- 
ably accounted for roughly three- 
fourths of total tax-induced increases. 


% + * % * 


While some of these findings tell 
against the use of an excess-profits tax 
during an emergency period, such as the 
years 1950-53, in my opinion it would 
have a better over-all stabilizing effect 
on the economy than a flat corporate- 
income-tax increase of equivalent reve- 
nues. To the extent that the govern- 
ment eliminates high profits through 
excess-profits taxes and renegotiation, it 
is possible to curb labor demands for 
higher wages. While higher corporate- 
income-tax rates would also tend to have 
a similar effect, across-the-board rate 
increases would be lower than a selec- 
tive tax on the profits of businesses real- 
izing the greatest benefits of the emerg- 
ency period. The cost-push effect of 
higher income-tax rates on public-util- 
ity rates and other prices would also 
generate further inflationary influences. 

One great merit of an excess-profits 
tax is its temporary character. What- 
ever dampening influences high tax rates 
may have on business expansion, they 
are made more tolerable by the short- 
term nature of the tax—3' years be- 
tween 1950 and 1953. Higher income 
taxes, on the other hand, tend to be- 
come imbedded in the system, and their 
inhibiting effects may persist for years. 





A NOTE ON LOCAL ADMINISTRATION OF 
THE PROPERTY TAX: A CASE STUDY 
OF BETHLEHEM, PENNSYLVANIA 


DUDLEY W. JOHNSON * 


N most cities the core of the local tax 

problem is the inadequacy of the 
property tax as a source of funds for 
the services which local governments 
are expected to provide. In recognition 
of this, the Commonwealth of Penn- 
sylvania attempted to unharness the 
taxing powers of its political sub- 
divisions in 1947. The enabling legisla- 
tion, commonly called “Act 481,” or 
the “Tax Anything Law” (officially 
the act is P. L. 1145 which was passed 
on June 25, 1947), gave most of the 
state’s local governments authority to 
tax virtually any individual, privilege, 
or transaction which the state govern- 
ment was not already taxing, even 
though the latter had the power to 
do so. 

By implication, the state government 
tacitly recognized the proposition that 
real estate was not only being taxed to 
its economic limit, but to its political 
limit as well. No other tax seems to 
have been under such constant criticism 
as the property tax. This criticism 
stems from many directions, but pri- 
marily it arises from inequalities in the 
assessment of real estate by the local 
governments. It is a cardinal principle 
of property taxation that if local assess- 
ments are to be equitable—equal persons 
treated equally—the assessments must 
be consistent and accurate. It is well 


* The author is Assistant Professor of Economics 
at Lehigh University. 


known, this has not been accomplished. 
As pointed out by E. C. Lee, the 
dominant types of inequalities are: 


Failure to assess some property. 

A general tendency toward under- 
valuation. 

A tendency toward a competitive 
undervaluation by different assessors 
of types of properties located in differ- 
ent taxing districts. 

A tendency for assessors to value 
different properties of the same type 
and value at widely varying ratios to 
true or exchange value. 

A tendency for a given assessor to 
assess low-valued properties at a higher 
ratio to true value than properties of 
relatively high value.? 


It is the primary purpose of this 
article to present instances of these mal- 
practices uncovered by a study of the 
recent assessment situation in Bethlehem, 
Pennsylvania, a third-class city with an 
estimated population of 80,000. Of 
interest, also, is the question of whether 
a typical taxing jurisdiction (typical in 
the sense that it faces the same kind of 
revenue-expenditure problems that con- 
front most localities) does really tax 
real estate to its limit.” 


1Eugene C. Lee, “State Equalization of Local 
Assessments,” National Tax Journal, VI (June, 1953), 
177. 

2The author wishes to thank Mr. Joseph K. 
Mangan, Director of Accounts and Finances for 
Bethlehem, Pennsylvania, for his invaluable help 
given in the preparing of this article. 


265 





266 


Failure to Assess Property 


In Bethlehem, Pennsylvania, the city 
assessor’s office comes under the juris- 
diction of the Director of Accounts and 
Finances. On January 2, 1956, a new 
Director took over this office, and un- 
dertook a preliminary investigation of 
the assessment procedure employed by 
the assessor’s office. It was found that 
considerable lag existed in assessing new 
properties and improvements to existing 


TABLE I 
Toran NUMBER AND DoLiaR VALUE BUILDING 
PerMits Issvep For THE City or BeTH- 
LEHEM, Pa. 1949—Ocrtosrr 26, 1956 








Dollar 


Period 


Issued 





1949 

1950 

1951 

1952 

1953 

1954 

1955 783 

1956* 659 
Oct. 1—Oct. 26, 1956 63 


Total 5,157 


$ 3,376,265 
10,061,782 
11,022,386 

7,315,569 
9,329,094 


612,435 
$68 601,375 





*To end of September, 1956. 


properties, with the result that the tax 
rolls of the city did not reflect the city’s 
growth. 

On the basis of the preliminary find- 
ings, Bethlehem’s City Council author- 
ized a comprehensive audit of the city’s 
assessment situation. This audit was 
undertaken by several staff members of 
nearby Lehigh University; much of 
what follows is taken from this audit.’ 

3 The audit was conducted by Professors Dudley 
W. Johnson and Eli Schwartz of Lehigh University, 


and Dr. James E. Wert of the Federal Reserve Bank 
of Cleveland. 
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Procedure of the Audit 


In the assessor’s office there is a col- 
lated record of all building permits 
issued by the city. This record also 
contains entries which show the dates 
when such improvements are entered on 
the tax rolls and the amounts entered. 
In making the audit, a detailed tabula- 
tion covering a definite period was made 
of all permits which appeared in this 
record but which apparently had not 
been entered on the assessment rolls. 
These items were checked against the 
assessment rolls to make certain that 
they were indeed missing from the rolls 
as of the audit date. In order to test the 
accuracy of the records used in making 
the audit, a spot check of the official 
building permit lists was made against 
the collated record, and another spot 
check was made of items on this record 
purporting to have been entered on the 
rolls. These tests supported the accuracy 
of the records used in the audit. 
Findings 

Building permits issued, but not on 
the rolls, were classified by amounts over 
and under $300 and by time periods 
(permits issued before 1956 and permits 
issued in 1956). The findings are as 
follows. 

From 1949 through 1956 the City of 
Bethlehem issued 5,157 building permits 
with a dollar value of $68.6 million 
(Table I). Total building permits 
over $300 each issued prior to 1956 and 
not entered on the tax rolls number 
1,101 with a dollar value of $7.1 mil- 
lion. The corresponding figures for 
1956 are 469 items and $4.0 million. 
There are 222 items not assessed with a 
permit value under $300, but these in 
the aggregate do not total more than 
$34,000 (Table II). 
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On the conservative assumption that 
one-third of the above omitted building 
permit values should have been added to 
the tax base, it can be concluded that 
$3.7 million of taxable assessment value 
had been lost to the City of Bethlehem 
as of the audit date. Subsequently a 
drive was undertaken to place the non- 
assessed properties on the tax rolls, and 
by February, 1957, approximately $4 
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quirement simply means a proportion- 
ally higher property tax rate. No in- 
equity occurs if every taxable item pays 
a higher tax rate on a lower valuation. 
But the problem is that fractional assess- 
ment opens the door to the use of in- 
formal classifications for different types 
of properties and consequent inequities. 
The usual failings of local assessments 
can be illustrated again by turning to 


TABLE II 
Inpicatep New Construction Nor Enterep on Tax Rotrts— 
TABULATED FROM BurtpiING Permit Recorps 


(Permit Values Over $300) 








Building Permits Issued for Over $300 


Building Permits Issued for Under $300 




















Ward Prior to 1956 1956 Prior to 1956 1956 
No. Number of Number of Number of Number of 
Items Amount Items Amount Items Amount Items Amount 
1 41 $ 88,762 6 $ 4,625 ll $ 1,840 3 $ 600 
2 28 76,840 7 6,800 11 1,475 ry oe 
3 31 132,190 10 16,950 11 1,540 3 480 
4 32 37,672 7 16,235 1,255 3 400 
5 25 26,270 15 26,225 4 625 2 375 
6 14 18,700 7 56,047 3 440 1 100 
7 67 491,020 8 45,300 ll 1,090 7 1,024 
8 26 40,096 16 88,480 3 400 5 600 
9 39 74,345 25 116,585 9 1,258 4 900 
10 23 52,972 7 16,230 4 600 3 375 
11 26 37,328 8 8,326 3 155 3 500 
12 27 101,800 14 72,618 3 710 6 950 
13 169 2,381,789 82 909 324 20 3,250 10 1,805 
14 233 1,962,834 155 1,849,150 20 3,115 13 1,833 
15 261 1,329,785 89 713,600 25 4,145 1 160 
16 26 95,940 3 12,500 6 800 Pe Len 
17 33 107,000 10 6,515 8 780 
1,101 $7,055,343 469 $3,965,510 158 $23,478 64 $10,102 





million of assessments was added to the 
city’s real estate tax base. 


The Undervaluation Problem 


Bethlehem, like most other munici- 
palities, vividly illustrates the chaos that 
results when assessments are made at less 
than 100 per cent of actual market 
value. This is not a necessary result, of 
course; if fractional assessments are 


consistent and accurate throughout a 
taxing jurisdiction, a given revenue re- 





the previously discussed audit. 

Not only did the audit list those 
building permits which were not entered 
on the tax records, but it also included 
a detailed tally of new construction and 
improvements of the last five years 
which were thought to be underassessed. 
The following figures are based on the 
crude assumption that the building 
permits reflected about 70 per cent of 
corresponding market values. If assess- 
ments were made at approximately 30 
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per cent of market value, then the 
standard for a proper assessment would 
be roughly 43 per cent of the building 
permit. In order to allow a wide mar- 
gin of error, however, a 33-1/3 per 
cent benchmark was used. Improve- 
ments assessed under one-third of the 
building permit value are thus assumed 
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not the case in Bethlehem, or in most 
localities that assess property at less than 
current market value. Throughout 
Bethlehem, wide variations exist among 
individual assessments for properties of 
similar types located in the same geo- 
graphical area. 

The high degree of assessment dis- 


TABLE III 


InpicaTeD IMPROVEMENTS 1949 To 1956 EsTIMATED TO BE UNDER ASSESSED IN 
ComPaRISON TO BuiLpING PERMIT VALUES 








Probable Under assessed Improvements 


Building Permits Over $300—Issued Between 1949-1956 





Number 
Ward of 


No. Items 


Building 


Permit 


Difference 
Between 
Estimated 
Assessment 
and Actual 
Assessment 


Estimated 
Proper Actual 
Assessment Assessment 


Value “(1/3 BP.) 





1 
2 
3 
4 
5 
6 
7 
8 
9 


37 $ 


$ 23,873 


140,920 $ 46973 $ 23,100 
1 19,445 


09,560 36,520 17,075 
98,865 32,955 18,950 
161,790 53,930 22,800 
39,375 13,125 6,500 
491,525 53,950 
482,550 76,100 
22,080 

114,800 

15,700 

37,650 

40,550 

1,140,975 

631,580 

1,112,400 

14,250 

25,800 





Additional probable under- 
improvements from 
detail sheets— Over $300 


845 building permit value. 


8,583,525 


$3,374,260 $1,492,051 


2,138,950 722,225 





2,596 


$23,182,470 


$7,727,486 $5,513,210 $2,214,276 





to have been underassessed. The total 
number of underassessed items is 2,596. 
The dollar amount of underassessment is 
estimated at approximately $2.2 million 
(see Table III). 

If the above underassessment were 
uniformly distributed, there would be 
no inequities so far as Bethlehem’s prop- 
erty taxes are concerned. But this is 


persion can be observed by noting 
Tables IV through VII.* Table IV 
shows the ratio of assessments to 1956 


41 would like to thank Mr. Gilbert M. Tucker, 
President of the Economic Education League, for per- 
mission to use Tables V through VII. These data are 
from a study published by this organization titled 
An Analysis of the Potential Effects of A Movement 
Toward A Land Value Based Property Tax; the pres- 
ent author is one of the staff members. 








No. 3] 


TABLE IV 
RELATION oF ASSESSED VALUES TO 1956 SALES 
Prices—RANDOM SAMPLE oF 268 PROPERTIES 
IN THE City oF BETHLEHEM 


LOCAL ADMINISTRATION OF THE PROPERTY TAX 








Percentage Number of Sales 





15% and under 
16%—18% 
19%—21% 

22% —25% 
26%—29% 
30%—33% 
34%—37% 
38%—A1% 
42% and over 


Total 





market prices for 268 properties chosen 
at random—the range is from under 15 
per cent of market price to over 42 per 
cent. Tables V and VI illustrate the 
same point, only they do it by property 
classification, commercial and residential. 
Within, as well as between, these two 
property classifications, a considerable 
variation in the ratio of assessments to 


TABLE V 


Ratio or ASSESSMENT TO MARKET PRICE 
oF RESIDENTIAL PROPERTY 


Sample of 1954 and 1956 Sales 








Number 
Market Value of 
Items 


Average Ratio of 
Assessment to 
Market Value 





0— 1,999 
2,000— 3.999 
4,000— 5,999 
6,000— 7,999 
8,000— 9,999 

10,000—11,999 
12,000—13,999 
14,000—15.999 
16,000—17,999 
18,000—19,999 
20,000—21,999 
22,000—23,999 
24,000—26,000 


50.0% 


whe 
See mess wwor 


24.5% 
Mean = 24.5 
Average Dispersion = 58 


Coefficient of Dispersion = JB. = 23.7% 


os 
— 
— 





269 


market value is present. For residential 
property, the average dispersion was 
5.8, and the coefficient of dispersion 
was 23.7 per cent; for commercial 
property, the average deviation was 9.1 
per cent, with a coefficient of dispersion 
equal to 33.2 per cent. 

In order to indicate the geographical 
distribution of variation in assessments 


TABLE VI 
Ratio or ASSESSMENT TO MARKET PRICE 
or COMMERCIAL PROPERTY 
Sample of 1954 and 1956 Sales 








Market Price Assessment 





Per Cent 
9,500 3,350 37% 

10,000 5,000 50 
14,000 f 31 
15,500 28 
16,000 49 
16,000 40 
16,500 25 
17,000 ; 33 
20,000 , 40 
35 
15 
26 
42 
’ 29 
28,000 14 
28,180 15 
44 000 5 16 
49 000 27 
210,000 43,500 22 


624,180 170,900 274% 


Mean 
Average Dispersion 


27.4% 
9.1 


Coefficient of Dispersion = at = 332% 





throughout the city, data are presented 
showing the ratio of assessments in each 
of the city’s 17 wards to market sales 
for the 1954-1956 period (Table VII). 
The average ratio for the sample was 
28.5. The first, second, sixth, tenth, 
and eleventh wards exceeded this figure 
by a significant amount. The areas en- 
compassed by these wards are mostly 
older residential districts. The wards 
which reflect the greatest degree of un- 
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derassessment are the newer residential 
and mixed industrial wards with con- 
siderable vacant land. 

Assessment practices in Bethlehem 
also result in the assessment of low 
valued properties—or improvements to 
existing real estate—at a higher ratio to 
true value than properties of relatively 
high value. Many improvements with 
permit values of less than $1,000 were 
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Finally, Bethlehem is relatively under- 
assessed as compared to many of the 
political subdivisions in Pennsylvania. 
Recent data indicate that Philadelphia’s 
real property is assessed at approximately 
60.9 per cent of market value; Pitts- 
burgh at 53.2 per cent; Scranton at 
39.7 per cent. For all third class cities 
in Pennsylvania (47 in number), the 
unweighted average is 34.8 per cent, 


TABLE VII 
Ratio of ASSESSMENTS TO MARKET Price 
By Warp, 1954-1956 








Total Total 


Assessment Price 


Market 


Ratio of 
Assessment to 
Market Price 


Number of 
Units Sold 





$ 233,820 
164,420 
157,900 
106,550 
108,140 


CON AQorwhdre 


11* 
12* 
13** 
14*** 
15* 
16* 
17* 


Total 


80.970 
$4,059,280 


$ 638,068 93 
444,750 59 
513,150 32 
421,100 49 
325,950 
548,950 


1,695,550 
508,926 


1,480,175 
10 236,390 
329,840 
816,950 
2,473,500 
1,110,240 
2,157,397 
180,310 
368,510 


$14,249,756 


56 
33 
60 
63 
155 
56 
29 
67 
68 
04 


lasts 





* Data are for 1955 and 1956 only. 
** Data are for 1955 only. 
*** Data are for 1956 only. 


assessed at this amount. For example, 
if a citizen put on a dormer on his 
house, and took out a building permit 
equal to $300, his change in total real- 
estate assessment was $300, equal to 
market price. On the other hand, the 
ratio of assessment to market price for a 
sample of commercial properties sold 
between 1954 and 1956 varied between 
$0 and 12 per cent for properties in the 
$10,000 to $50,000 range. 


and for the state of Pennsylvania as a 
whole, the assessed valuation of all 
property as a per cent of market value 
is approximately 39.7 per cent. 


Conclusion 


Bethlehem’s recent experience with 
the administration of its property tax 
clearly shows that there has not been 
any over-all increase in the property tax 
burden in terms of this city’s potential 
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real estate tax base. This municipality’s 
experience (this probably holds true for 
many local taxing jurisdictions) vividly 
illustrates the effects of inequalities in 
assessment: the pyramiding of tax levies 
on an ever narrowing real estate base, in 
response to the constant pressure for an 
expansion of municipal activities. For 
Bethlehem, failure to administer properly 
its property tax reduced its ability to 
expand needed governmental activities, 
and it froze archaic wage and salary 
scales for city employees. 

The situation became so acute that a 
1 per cent wage tax was introduced on 
January 7, 1957; this tax was levied on 
residents and non-residents alike. The 
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sole reason for the adoption of a wage 
tax cannot be attributed, of course, to 
the inadequacies of the city’s property 
tax; but, in any event, the inadequacies 
created so many budgetary problems 
that the local government has been 
forced to: limit the introduction of 
needed public services, to the disad- 
vantage of this community. The above 
problem should not be construed as be- 
ing peculiar to Bethlehem. This is not 
the case. The type of problems in- 
dicated in Bethlehem’s administration of 
the property tax are common to a larger 
number of local governments in the 
country. 





RECENT DEVELOPMENTS IN THE INDIANA 
GROSS INCOME TAX 


HOWARD D. 


HE 1957 session of the Indiana 
Legislature enacted a series of 
amendments of the gross income tax law, 
the most extensive revision of the tax 
since its inception in 1933. The princi- 
pal amendments involved rate changes, 
institution of a withholding system, and 
modification of the tax base for grocery 
wholesalers from gross receipts to gross 
earnings. 

The 1933 statute, enacted as an emer- 
gency measure in the depression when 
most other states adopted the general 
retail sales tax, prescribed a dual rate 
structure of 4 of 1 per cent on gross 
income from “ wholesale sales,” defined 


to include receipts of manufacturers and 
farmers, and 1 per cent on gross income 
from retailing, utility services, and all 
other sources including wages, salaries, 
rent, interest, dividends, service charges, 
and sales of property. The statutory 
exemptions were $3,000 for retailers and 


$1,000 for others. The bitter opposi- 
tion to the tax by retailers produced in 
1941 a rate of 4 of 1 per cent for retail 
merchants, laundries, and dry cleaners. 

To finance a soldier’s bonus, surtaxes 
were imposed from 1949 to 1954 of % 
of 1 per cent on wholesale sales, ¥ of 1 
per cent for retailing, and % of 1 per 
cent for all other gross income. Thus 


* Associate Professor of Government, Indiana State 
Teachers College. Credit is due the Indiana Commis- 
sion on Tax and Financing Policy and the Associated 
Retailers of Indiana for permission to draw on re- 
search studies sponsored by them. 


HAMILTON * 


the aggregate rates were % of 1 per 
cent, ¥ of 1 per cent, and 1% per cent, 
until the “bonus tax” lapsed in 1954 
and the rates reverted to 4 of 1 per 
cent, 2 of 1 per cent, and 1 per cent 
respectively. 

During the decade following World 
War II, Indiana coasted along with no 
significant tax changes but the “ bonus 
tax”, drawing on its wartime surplus. 
By 1957 the surplus was exhausted and 
the Legislature was confronted by a 
biennial budget with a deficit of $84 
million. The principal tax remedies 
urged on the Legislature were a 3 per 
cent sales tax in lieu of the gross income 
tax (pushed by retailers), net income 
taxes, a corporate net worth tax, and 
increases in gross income tax rates. The 
Legislature selected the latter course, 
boosting the gross income tax by one- 
half for all taxpayers except retailers. 
The retailers not only escaped the tax 
hike, but succeeded in getting their rate 
reduced to ¥% of 1 per cent (similar to 
manufacturers and farmers) on the 
argument of “equal treatment for all 
business.” * Despite this argument as 
applied by retailers, utilities and service 
firms (exclusive of laundries and dry 
cleaners) are now taxed at the general 
rate of 1!4 per cent. 


1 The same legislature also boosted the motor fuel 
tax, the other major tax, by 50 per cent—mirable 
dictu. 


2 The retailers’ exemption was reduced to the 
standard $1,000. 
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INDIANA GROSS INCOME TAX 


Yield 


The broad base of this turnover tax 
assures an abundant yield even at modest 
rates. In fiscal 1956-57 it produced 
$124 million, $28 per capita, and was 
equivalent to 1.44 per cent of personal 
income payments in the state. It ac- 
counted for 41 per cent of all tax re- 
ceipts and 76 per cent of general fund 
tax receipts. Manifestly it is ¢he state 
tax of Indiana. The revised rates and 
addition of withholding produced a 
yield of $171 million in 1957-58, about 
$10 million less than anticipated because 
of the recession. 

















TABLE I 
Yretp or THE Gross INcomge Tax 
Fiscal Year Yield (millions) Rates 
1945 46.2 25 -1.00 
1949 723 - 
1954 139.2 50 -1.25 
1955 102.9 25 -1.00 
1956 117.7 _ 
1957 123.7 S 
1958 170.8 375-1.50 





Its high productivity is demonstrated 
by comparison with the retail sales tax. 
To match its yield would require a 3 per 
cent sales tax levied on a very broad 
base that included food. Recent calcu- 
lations indicate that the sales and use 
tax laws of only a few states would equal 
its productivity. 


Nature of Gross Income Tax 


Within this country the Indiana gross 
income tax is unique. Levies in a few 


other states bear the same title, but the 
Indiana law is the only one which com- 
prehensively taxes personal receipts. The 
other state laws really are business privi- 
lege taxes measured by gross receipts, 
and are supplemental to the retail sales 
“‘ Hoosiers” regard their levy as 


tax. 
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another income tax; few are aware that 
the Bureau of the Census and other 
foreigners classify it as a sales tax. The 
Bureau’s classification is predicated on 
the view that it is not a net income tax 
but a gross receipts tax, that half of the 
receipts derive from business firms, and 
that it is presumed to beshifted to con- 
sumers as a concealed sales tax. 

For most individuals, gross income 
and net income are roughly equal and 
the tax operates (inequitably) as a flat 
rate income tax without any family or 


TABLE II 
Yretp Estimates or Various State SALES AND 
Use Tax Laws Appiiep To INDIANA AT 
3 Per Cent, Fiscat Year 1956-57 

















Based on 
State Laws Income Payments Retail Sales 
(millions) (millions) 
California ..... $159.7 $155.4 
ee 133.9 138.4 
Michigan ..... 180.3 183.1 
Bliacs deuce « « 2068 103.4 


Indiana Gross Income Tax at 1957 Rates: 


Estimated, 1956-57 $165.0 
Actual, 1957-58 1708 





Source: A Sales Tax for Indiana? To be 
published by Indiana Commission on Tax and 
Financing Policy. 
other deductions. Patently gross and 
net income are far from synonymous 
for business firms and many professional 
people. For example, net income is only 
2 per cent of the gross receipts of many 
grocers. Not only does the gross income 
tax exact payments from firms which 
have no net income, but it also applies 
to receipts from property sales which 
are merely the conversion of one’s as- 
sets. This is one of its most glaring in- 
equities. 

If the levy be regarded as an income 
tax to be paid from profits, its impact 
on business firms is exceedingly uneven 
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and capricious. As Table III shows, the 
ratio of gross income tax payments to 
net income ranges from 3 or 4 per cent 
for some types of business to as high as 
30 per cent for the construction in- 
dustry. Even within the retailing field 
the ratios range from 5 per cent to 18 
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scurity of its incidence and the charge 
that it is not susceptible to complete or 
uniform shifting. Any Indiana retailer 
is positive that sharp competition, cus- 
tomary prices, fixed-price items, etc., 
makes shifting incomplete, and there is 
good reason to believe him. Hence, 


TABLE III 
Gross Income Tax as Per Cent or Net Income Ctassiriep py Type or Business 











Net Income as Per Cent of Business Receipts * 


Gross” Income Tax 





Type of Business 





as Per Cent of 


Avg. Net Income 





Agriculture 
Mining & Quarrying 
Bituminous Coal Mining ... 
Construction 
Manufacturing 
Public Utilities 
Wholesale Trade 
Retail Trade 
Food 
Department Stores 
Variety Stores 
Apparel & Accessories 
Furniture 
Automobiles 
Drug Stores 
Eating & Drinking Places .. 
Bldg. Materials & Hdwe. ... 


Motion Pictures 

Banks & Trust Companies .... 
Insurance Companies 

Real Estate 


9.3 
14.0 
49 
48 
8.5 
13.8 
2.7 


3.5 
3.7 
2.1 
3.4 
3.7 
3.6 
2.1 
44 
79 
7.7 





* Based on federal corporation income tax returns. 


1967, pp. 380-383. 


Statistical Abstract of the United States, 


> Calculated by dividing the Gross Income Tax Rate (% of 1 per cent for agriculture, mining, 
manufacturing, wholesaling, and retailing; 1% per cent for other types of business) by the per- 


centage of net income. 


* The effective gross income tax rate for grocery wholesalers is considerably less under a 1957 
statute which defines gross income of such wholesalers as gross earnings. 


per cent. If it is an income tax, it is 
incredibly inequitable; it would be diffi- 
cult to design a more inequitable tax. 
Consequently it would seem that this 
tax can be justified only by regarding it 
as a hidden sales tax, charged up as a 
cost of business and shifted to con- 
sumers. But this theory encounters the 
other horn of the dilemma—the ob- 


under either theory, the equity of the 
tax is open to serious question. 

To the extent that the tax is shifted 
by business, it produces the evils of tax 
pyramiding and the likelihood of dis- 
crimination against commodities with 
several processing and distribution 
stages. These factors have led Professor 
John Due and other writers to label 
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turnover taxes as the worst species of 
sales taxes. 

Another fruitful source of contro- 
versy and discrimination is the rate 
structure whose logic is less than self- 
evident. The 1957 amendments have 
reduced but not eliminated that prob- 
lem. 


Shifting to Consumers 


The view that this levy actually is a 
concealed sales tax manifestly depends 
on the extent to which it is shifted to 
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firms now subject to the 11% per cent 
rate. The proportions of receipts from 
wholesalers, manufacturers, and farmers 
are not changed significantly. 

The receipts from salaries and wages, 
farmers, and real estate transfers may 
be assumed to be nonshiftable.* These 
account for about 45 per cent of re- 
ceipts under the 1957 revision. Also an 
unknown but significant portion of the 
receipts from business, particularly pro- 
fessional and other services, probably 
are not shifted to consumers. Hence it 


TABLE IV 
DistrIBuTION oF INDIANA Gross INcoME Tax PAYMENTS BY CHARACTER OF TAXPAYER 








1949 Receipts 


Estimated 1949 Receipts 
at 1957 Rates 





Taxpayer Class Amount 


(000) 


Per Cent 


1957 Rates 





Amount 


(000) Per Cent 





$15,478 
23,357 
2,111 
6,473 


Salary & Wage Earner 

Farmer 

Whise. & Mfg. ....... 

Other Business & Real 
Estate Sales ° 

Deficiencies, Penalty & 
Interest * 


20,192 


2,744 
$70,355 


100.0 


$11,609 12.5 
35,036 37.6 
3,167 3.4 
9,000” 96 


30,288 


3.9 le 4.116 
$93,216 


32.5 


44 
100.0 





* Includes laundries and dry cleaners. 


> 1957 statute changed tax base of wholesale grocers from gross income to gross earnings. 
*Includes construction and other contractors, utilities, service enterprises, and retail sales 


that do not qualify for a merchant’s rate. 


“Includes taxpayers in all groups, but bulk of amount necessarily was assessed against tax- 


payers in the 1 per cent groups. 


Includes penalty and interest at higher rates. 


Source: 1949 data based on 73 per cent of returns filed, as reported in Indiana Department 


of Revenue, 1952 Annual Report, p. 15. 


consumers. Table IV has been compiled 
in order to ascertain what percentage of 
the tax may be shifted. A 1950 analysis 
of gross income tax receipts (the latest 
available data) has been adjusted in the 
light of the 1957 rate changes and other 
amendments. It will be observed that 
those amendments materially diminish 
the proportion of receipts collected from 
retailers and increase the proportions 
from salaries and wages and from utili- 
ties, service firms, and other business 


would appear that, at the outside, not 
over 50 per cent of the gross income tax 
burden is susceptible of shifting to con- 
sumers. The subsequent analysis is 
based on that hypothesis. 

For that portion of the tax shifted to 
consumers the burden should vary as 
between income groups according to 
their expenditures for current consump- 
tion. Low income groups which spend 

3 Whether the incidence of the tax on real estate 


transfers is on the buyer or the seller seems immaterial 
to this analysis. 
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CHART I 
Ratio oF EXPENDITURES FOR CURRENT CONSUMPTION TO UrBAN FamMiry INCOME 
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most of their income for current con- 
sumption necessarily will bear the brunt 
of the tax. The ratio of current con- 


sumption expenditures to income is 
shown in Chart I, which is based on a 


survey by the Bureau of Labor Statis- 
tics, adjusted to 1957 prices. 

In order to determine the incidence of 
the shifted tax to consumers, Chart II 
has been derived by distributing $85 


CHART II 
Estimatep INciDENCE oF INDIANA Gross INcoMe Tax oN CONSUMERS 
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million of tax among income classes in 
proportion to their respective expendi- 
tures for current consumption. The 
ratio of the resulting tax per income 
group to its income indicates the effec- 
tive tax rate per income group as plotted 
in Chart II. It will be observed that the 
effective rate on persons with incomes 
below $2,000 is extraordinarily high. 
This is because their incomes are below 
subsistence level. They necessarily spend 
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Chart III is intended to show the 
over-all effective gross income tax rate 
per income level. This schedule con- 
tains two elements: the tax paid directly 
on salaries and wages and that paid in- 
directly via current consumption ex- 
penditures. The lower line is the effec- 
tive rate on salaries and wages—zero up 
to $1,000 income and then approaching 
1% per cent for high income brackets. 
Assuming that 50 per cent of total gross 


CHART III 


EstimMatep Over-ALL INCIDENCE oF INDIANA Gross INcOME Tax— 
EstimMatep Errective Tax Rate Per INcoME Lever 
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more than their current income, drawing 
on savings, gifts, welfare, and the like. 
Incidence tables for the retail sales tax 
display the same characteristic.* 


4 Chart II does not give consideration to two com- 
plicating factors which tend to affect each other: the 
tax rate differentials by type of business and differ- 
ences in personal consumption patterns. High in- 
come persons consume more services which are sub- 
ject to the 1% per cent tax rate. On the other hand, 
low income people probably consume more standard- 
ized, machine-made pro: acts which have a longer pro- 
duction sequence and hence may entail more tax 
pyramiding. 


income tax receipts are shifted to con- 
sumers, the tax rate curve in Chart II 
has been superimposed on the personal 
returns effective rate curve in order to 
derive the over-all effective rate per in- 
come class. 

Comparison of Chart III with sales 
tax incidence studies indicates three sig- 
nificant differences in the incidence of 
the gross income tax and that of the 
general retail sales tax: 

1. The heaviest impact of the retail 
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sales tax is on persons with very low in- 
comes, whereas the gross income tax, 
while also bearing heavily on the lowest 
income class, is highest on persons with 
moderate incomes. 

2. The effective tax rate varies over 
a narrower range in the case of the gross 
income tax than of the retail sales tax. 

3. The effective rate of the gross in- 
come tax for very high incomes is 
pegged above 11% per cent (close to 2 
per cent), whereas the effective rate of 
the retail sales tax continues to decline 
as one progresses up the income scale 
and practically vanishes at the very high 
income levels. 


Impact on Manufacturing 
and Agriculture 


Tables III and IV disclose that the 
gross income tax bears very heavily on 
some sectors of business—notably con- 
struction, wholesaling, retailing, and 
service trades. Many sectors of business 
apparently would be better off under a 
net income tax. On the other hand, the 
yoke is light for some lines of business, 
particularly agriculture and manufac- 
turing. 

Farmers, who account for only 3 per 
cent of gross income tax receipts, bene- 
fit from the wholesale rate and the non- 
taxability of receipts from out-of-state 
sales (not to mention income in kind). 
In recent years, net income has been 35- 
40 per cent of the cash receipts of Hoos- 
ier farmers.® Thus the farmer’s tax is 
the equivalent of about 1 per cent of his 
net income as compared with the 1% 
per cent general rate. This advantage, 
which is defended as an offset to his 
general property tax burden, may be less 
than it appears because of the gross in- 


5 Agricultural Extension Service, Purdue University, 
1958 Farm Business Summary, p. 1. 
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come tax which he may pay as a big 
consumer. 

Manufacturing occupies the most en- 
viable position under this levy, because 
of the low rate and the non-taxability 
of the bulk of its receipts—those from 
out-of-state sales.° Although accurate 
statistics are unavailable, the writer has 
calculated that manufacturing paid only 
$3 million tax for 1957, and perhaps $5 
million for 1958 under the revised rates. 
That bagatelle is about .0003 of manu- 
facturing sales. 


Conclusion 


Evidently the gross income tax is a 
hybrid of a flat-rate income tax and a 
hidden sales tax. Thus it has the merit 
of greater balance and diversity than 
the tax structures of several states which 
rely preponderantly on the sales tax or 
on the net income tax. It appears to be 
less regressive than the sales tax, con- 
trary to numerous commentators. Sev- 
eral writers have charged that a gross 
income tax is the most regressive of all 
taxes. This may be true of a gross in- 
come tax levied exclusively on business 
receipts, but the application of the Indi- 
ana law to salaries, wages, and other per- 
sonal income introduces a strong pro- 
portional influence. 

The numerous defects of the gross 
income tax were rather acknowledged 
by an official tax study commission in 
1952 which stated that “ the tax is tol- 
erable only because of its low rates.” * 
The commission, however, recommended 
its retention, emphasizing the unwisdom 
of disturbing the status quo of a long 


6 Non-taxable because of U.S. Supreme Court de- 
cision. Adams Manufacturing Co. v. Storen, 304 
U.S. 307 (1937). 


TIndiana Tax Study Commission, 1952, Report, 
p. 157. 
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established revenue system that is oper- 
ating satisfactorily. This appears to be 
the viewpoint of the current state Com- 
mission on Tax and Financing Policy. 
Perhaps one of the strongest political 
merits of the tax is that so much of its 
burden is concealed. The annual gross 
income tax return of the average Hoos- 
ier looks good in comparison with his 
other tax bills. Hence the tax gets a lot 
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of feathers with little fuss. The 1957 
rate changes may have taken the steam 
out of the retailers’ drive for a sales tax 
—the levy which they blocked in 1933. 
Because the 1957 rate hike should assure 
adequate state revenue for the immedi- 
ate future, Indiana will continue to rely 
on its unique tax—at least until its next 
financial crisis. 





DIFFERENTIAL PROPERTY TAXATION IN A 
METROPOLITAN AREA 


BASIL G. ZIMMER * 


ioe use of property as the basis for 
taxation, regardless of its merits, 
continues to be relied on heavily by local 
government. According to the theory 
of general property taxation, each piece 
of property within the same taxing unit 
is to be assessed proportionately to mar- 
ket value. Thus, for county tax pur- 
poses, all property owners should be as- 
sessed equally relative to the market 
value of their property, and the same tax 
rate should apply to all pieces. The ex- 
tent to which this uniform tax is found 
in practice in Genesee County, Michigan, 
is the subject of this study. The investi- 
gation is limited to the city of Flint and 
the densely settled urbanized areas of the 
County.’ It is based on data obtained in 
a random sample survey and recent find- 
ings of the State Tax Commission. 

A random sample of residents in the 
city of Flint and in the urbanized fringe 
were questioned regarding taxes paid, 
market value, and assessed value of their 
homes.” Response to these questions 
show that residents in the two areas dif- 
fer markedly in the amount of taxes 
paid for all units of local government. 


* The author is Resident Director, Social Science 
Research Project, and Associate Professor of Sociol- 
ogy, Flint College, University of Michigan. 


1 This area includes more than 80 per cent of the 
total population of the metropolitan area. It is com- 
posed of the city of Flint and the four contiguous 
townships. 


2 These questions were included in a larger study 
conducted by the University of Michigan Social Sci- 
ence Research Project. These data apply for the 
period prior to the increases in valuations resulting 
from the work of the State Tax Commission. 


Less than one-fourth of the city home 
owners enjoy an annual property tax 
burden of less than $100; in contrast 
more than four-fifths of the fringe resi- 
dents are in this category. 

Assessed valuations in the two areas 
also differ markedly. In the city of 
Flint only 13 per cent of the homes oc- 
cupied by the owner are assessed at less 
than $3,000 as compared with 72 per 
cent of the homes in the fringe area. 
Two-thirds of the city homes are assessed 
between $3,000 and $7,000, whereas, 
less than one-sixth of the fringe homes 
are so assessed. These differences may 
represent wide variations in assessment 
practices, or they may be due to differ- 
ences in value of home in the two areas.* 

That homes in the two areas do differ 
in value is shown in Table I, based on 
homeowners’ estimates. Nearly half of 
the homes in the fringe are reported as 
valued at less than $10,000 while only 
slightly over one-fourth of the homes 
in the city of Flint are reported in this 
category. In the $10,000 to $15,000 
category, we find 45 per cent of the city 
homes, but only 27 per cent of the 
fringe homes. Since homes in the city 
are valued higher than in the fringe, 
assessments in the two areas should be 
observed with reference to homes with 


8 For related articles see B. G. Zimmer and A. H. 
Hawley, “ Home Owners and Attitudes Toward Tax 
Increase, Flint Metropolitan Area.” Journal of the 
American Institute of Planners, Spring 1956, pp. 65- 
74, and “Property Taxes and Solutions to Fringe 
Problems: Attitudes of Residents of Flint Metropolitan 
Area” Land Economics, November 1956, Vol. XXXII, 
No. 4. 
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approximately the same market value. 
This is done in Table II. 

When city and fringe assessments on 
equal valued homes are compared, 
marked differences between the two 
areas are still observed. For homes with 
a market value of less than $10,000, 34 
per cent in the city are assessed at less 
than $3,000 as compared with 76 per 
cent of the fringe homes. Of homes 


with a market value of from $10,000 to 
$15,000, only 5 per cent are assessed at 
less than $3,000 in the city, but 64 per 
cent in the fringe area are so assessed. 


TABLE I 
Reportep Market VALUE or Home— 
Crry AND Frince AREA 
CLassiFiep BY Size oF MarKet VALUE 





Area of Residence 





Reported Market 
Value of Home 





City Fringe 





Under $ 5,000 
$ 5,000- 9,999 249 
10,000- 14,999 444 
15,000 and over 16.5 
No answer— Don’t know 11.1 


3.1% 74% 
40.0 
27.3 
13.5 
11.7 


100.0 





Such differences are also observed in 
other size groups. Thus, it is clearly 
evident that city homes of approximately 
equal market value are assessed at a 
much higher rate than in the fringe areas. 

Taxes paid by residents owning homes 
of equal value are also found to differ 
significantly between the two areas. 
Only 43 per cent of the city residents 
owning a home valued at less than $10,- 
000 paid less than $100 in property tax 
for all units of local government as com- 
pared with 91 per cent of the fringe 
dwellers. On homes valued at $15,000 
or more we find that only 3 per cent of 
the city residents paid less than $100 in 
taxes as compared with 59 per cent of 
the fringe homeowners. 
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Differences in total taxes paid between 
the two areas are to be expected because 
of the different level of services pro- 
vided in the city and in the fringe area. 
However, the differences noted in as- 
sessments on homes of equal value create 
differences in tax liability for the same 
service under the county tax. Thus, 
when local assessments are used in levy- 
ing the county tax, city residents are 
taxed more heavily than fringe residents 
in the support of a common unit of 
government. This has been the practice 
until recent years. Attempts to correct 
these inequities are found in the work 
of the county equalization committee 
and the State Tax Commission. 

In the city of Flint a full time trained 
staff of assessors is responsible for the 
assessment of property for tax purposes. 
In each of the urbanized townships this 
function is the responsibility of a bien- 
nially elected official. A manual on as- 
sessing is available to him; but, since in 
most instances he is only a part-time 
supervisor and only incidentally the tax 
assessor, he is unlikely to have the time 
either to read the manual or to follow 
the complicated instructions and inspect 
even a portion of the property within 
the municipality. 

There are so many separate pieces of 
property in the urbanized fringe town- 
ship that it would be impossible for any 
official, no matter how conscientious or 
capable, to inspect and assess properly all 
of them even if he were employed 
full time as a supervisor, and devoted 
all of his efforts to the assessment func- 
tion. It is no wonder that assessment 
irregularities exist. In the non-city 
areas, in particular, the assessing official 
is charged with a physically impossible 
task and then criticized because the task 
is not performed properly. 
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ASSESSED VALUATIONS—CITY AND FRINGE AREA 
CLASSIFIED By Size or ASSESSED VALUATIONS AND MARKET VALUE 








Value of Home 





Assessed 


Valiotlom Under $10,000 


$10,000 to $14,999 $15,000 and over 





City Fringe 


City Fringe City Fringe 





34.1% 76.0% 
16.0 
8.0 


100.0 


5.2% 
779 
16.9 


100.0 


63.9% 
16.7 
19.4 


100.0 


wens 75.0% 
52.0% 83 

48.0 16.7 

100.0 100.0 





The weaknesses in assessment prac- 
tices are to be found in the system as 
well as in the officials. It seems safe to 
assume that, when an assessor must de- 
pend on popularity in order to hold his 
position, the efficiency with which prop- 
erty assessments are made suffers. 

External checks on the work of the 
individual supervisors to maintain equal- 
ization have been more superficial than 


real. Once a year an equalization com- 
mittee of the Board of Supervisors has 
met and apparently on no other basis 


ec 


than “collective intuition ” established 
equalized valuations among the separate 
municipalities. This has been the valu- 
ation ratio on which all local rates have 
been imposed. Such equalizations have 
consistently fallen far short of their goal 
and have served only to perpetuate in- 
equities. They have, thus, given formal 
county-wide sanction to the violation of 
the theory of a “uniform relative tax 
burden ” on all property owners in the 
country, if not in principle at least in 
practice. 

It was almost inevitable that sooner 
or later a higher unit of government 
would be called upon to correct such 
practices. And such has been the case. 
Recently the State Tax Commission 
made a sample study of the assessment 
practices throughout Genesee County. 
Their findings have been used to re- 


distribute the tax burden of the county 
government among the separate munici- 
palities. They show clearly that prop- 
erty was unequally assessed not only be- 
tween separate municipalities, but also 
between different types of property 
within the same municipality. The re- 
sults of present assessment practices for 
both real and personal property in the 
separate municipalities, as reported by 
the State Tax Commission, are shown in 


Table III. 


TABLE III 
Loca, ASSESSMENTS AS Per Cent oF STATE 
ASSESSMENTS CLASSIFIED BY MUNICI- 
PALITY AND BY TYPE OF PROPERTY 








Type of Property 
Real 





Municipality 
Personal 





City of Flint .... 
Fringe Township 
Burton 
Flint 
Mt. Morris . 


85.12% 82.93% 
11.48 
51.58 
15.06 
47.13 





These data are consistent with our 
survey findings. They show that the 
city of Flint has a much higher assess- 
ment rate for each type of property than 
any of the other municipalities. Local 
real-property assessments in the city are 
85 per cent of the state valuation, and 
personal-property assessments are only 
slightly lower. In contrast, in none of 
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the townships is the local assessment on 
real property even half the magnitude of 
the state valuation. It ranges from a 
low of 21 per cent (Burton) to a high 
of 45 per cent (Flint). Personal-prop- 
erty assessments show an even wider 
range in these townships—from a low of 
11 per cent of the state valuation to a 
high of 52 per cent.* In two of the five 
municipalities personal property is as- 
sessed at a higher rate than real property. 
In both instances large industrial instal- 
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It should be noted that these are aver- 
age figures for all types of property, and 
do not show the inequities that exist 
among and within the different types of 
property, both real and personal. In the 
city of Flint where assessments on the 
average are highest, we find a range in 
the ratio of local to state assessments of 
from 79 per cent for vacant residential 
properties to a high of 93 per cent for 
vacant business properties. These data 
are shown in Table IV. Industrial real 


TABLE IV 
Locat ASSESSMENTS AS Per Cent or State ASSESSMENTS 
CLASsIFIED BY TYPE OF Property AND MUNICIPALITY 





Type of Property City of Flint 


Townships 


Flint 





Burton Mt. Morris Genesee 





Real property 
Residential, Improved * 
Vacant 


Business, Improved 


85.75% 
79.00 
87.16 
93.22 
Industrial 80.44 
Suburban Acreage, Improved .. + 
V aK 
Farm, Improved + 
Personal property 
Industrial 
Business 


81.44 
89.77 


** 


84.36 


28.53% 
16.38 
25.37 
10.28 
60.27 
27.89 
20.63 
52.60 


35.38% 
18.88 
38.00 
2.17 
22.73 
36.56 
25.47 
51.43 


19.95% 
23.22 
20.28 
10.69 
36.47 
22.09 
18.61 
30.27 


v8.76 % 
28.05 
42.95 
21.83 
55.41 
36.20 
26.62 
49.82 


60.27 
7.28 
6.25 


39.86 


70.22 
11.48 
11.79 
32.84 


55.41 
29.87 


36.47 
6.20 
60 


19.72 47.10 





* For townships this includes Suburban Platted. 


** Does not apply. 


lations account for a large proportion of 
the total valuation; but even in these 
municipalities personal property assess- 
ments are only about half of the state 
assessment. On the basis of local assess- 
ments, then, residents in one area are, in 
the extreme case, carrying a burden 
more than four times that of residents 
in another. 


4 According to the valuations worked out by the 
State Tax Commission, assessments should be 47 per 
cent of the market value. Thus, in this case per- 
sonal property is assessed at 11 per cent of the 47 
per cent value. 


property is assessed lower than either 
improved business or improved resi- 
dential property. Such practices indi- 
cate that uniform assessments in the city 
would place a slightly larger burden on 
industry and would proportionately 
lighten the burden on both business and 
residential property owners. 

Much larger discrepancies are found 
among different types of property in the 
four townships. In one township (Bur- 
ton) industrial property is assessed at 
six times the rate of business personal 
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property. Improved residential subur- 
ban property that has been platted is as- 
sessed at only slightly less than half the 
rate of industrial property, but more 
than triple the rate of business personal. 
Improved farm property is assessed 50 
per cent higher than residential. In 
Genesee township improved residential 
property is assessed at four times the 
rate of business personalty, but only half 
the rate of industrial property both real 
and personal. Similar, but less marked, 
differences among types of property are 
found in the other townships also. 

When the total valuations of the 
separate townships are standardized with 
the other municipalities in the county 
through the state equalized valuations, 
the large inequities among types of prop- 
erty are further aggravated within each 
municipality. The practice is to increase 
the valuation on all pieces of property 
by the same percentage, thus bringing 
the total valuation to the required level. 
All local tax rates are levied on this 
“across the board” increase. Thus, in 
Genesee business personalty is assessed at 
only 7 per cent of the state valuation, 
and industrial personalty is assessed at 
60 per cent. To bring all property up 
to the state valuation requires a blanket 
increase for this township which, in ef- 
fect, more than doubles total valuations. 
A disproportionate burden is thus placed 
on those pieces of property that are as- 
sessed at the higher rate. 

The importance of this is clear when 
we consider what would happen to in- 
dustrial personal property worth $1,000, 
and an equal amount of business per- 
sonalty when the adjustment is made. 
We find that the average local assess- 
ment on industrial property according 
to the practice in this township would be 
$282, and on business personalty the as- 
sessment would be only $32.90.5 But 
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since this township is assessing all prop- 
erty when combined at 40 per cent of 
the state equalized valuation, the total 
valuation established locally has to be in- 
creased 2.5 times.® As a result, the as- 
sessed value on industrial personal prop- 
erty would be increased to more than 
$700 and business personalty, although 
increased by the same percentage, would 
still be valued at less than $85.00. Un- 
der the equalized figure, industrial prop- 
erty is assessed equivalent at over 70 per 
cent of market value, whereas business 
personalty is assessed at less than 10 per 
cent. Both types of property pay the 
same tax rate. Thus, the average total 
tax at 5 mills on $1,000 on industrial 
personal property under this procedure 
would be $3.52, as compared with an 
average of only $.41 on an equal amount 
of business personalty. On an equitable 
tax basis, both pieces of property would 
pay $2.35 in taxes. Since these data are 
average values it can be inferred that 
the same kinds of inequities exist within 
each municipality, for each type of 
property, and the increase in total valu- 
ation only further aggravates the un- 
equal burden. 

The significance of the differential 
assessments among municipalities is more 
evident when equal-valued residential 
properties are compared for the separate 
municipalities. These data are shown in 
Table V. It should be noted that differ- 
ences in availability of urban services 
and facilities are unimportant except as 





5 Industrial personal property, on the average, is 
assessed at 60 per cent of the 47 per cent over-all 
level, whereas business personal is assessed at only 7 
per cent of this level. 


6 Thus, a 5 mill county tax when equalized by the 
state is assessed as 12.5 mills on the local assessed 
valuation. This, of course, is equivalent to increasing 
the assessed valuation of the property by the same 
ratio. In Burton township the 5 mill county tax is 
converted to more than 25 mills when placed on local 
assessments. 
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they are reflected in the market value of 
the home. If homes in the city and 
fringe area are of equal value on the 
market, both according to the principle 
of property taxation are to pay the same 
amount in county taxes. However, our 
survey data as well as the State Tax 
Commission report clearly show that 
equal-valued homes in the separate 
municipalities are not assessed equally in 
practice by the separate municipalities, 
nor does the equalization procedure ef- 
fectively correct existing inequities. 
The data presented in Table V show 
that on local assessed values city of Flint 
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ship. It is these inequities that are cor- 
rected at least in part by the State Tax 
Commission. If the findings of this 
agency were fully utilized, and the in- 
ternal inequities that are demonstrated 
were corrected, among and within the 
different types of property, all property 
owners in the county would pay an 
equal and proportionate share of the 
county tax. However, the state does 
not have the function of correcting 
valuations among and within types of 
property within a municipality. Rather, 
it can only establish a total valuation for 
the municipality. It does show the ratio 


TABLE V 
ASsESSED VALUATION AND AMouNT oF County Tax at 5 Mitts on ResipenTIAL Property 
CLASSIFIED By ASSESSING JURISDICTION 





Type of Assessed Valuation 


Amount of Tax 








. By Type of Assessment 
Municipality ae 
Local County State * PP men xx Local County State Allinted 

City of Flint .. $11,700 $4,716 $4,716 $5,500 $5,255 $23.58 $23.58 $27.50 $26.27 
Townships 

Burton ..... 11,700 1,097 2,461 5,500 5,242 550 1231 2750 2621 

| AE 11,700 2,135 3,138 5,500 4,261 1068 1569 2750 2130 

Mt. Morris .. 11,700 1947 2356 5,500 5,570 9.74 11.78 2750 27.85 

Genesee .... 11,700 1568 2,118 5,500 3,698 984 1059 2750 1849 





* 47 per cent of market value. 


** This is what the local assessment becomes when adjusted according to the average ratio for 
all types of property in the municipality established by the State Tax Commission. 


residents would pay more than four 
times the county tax of a resident in 
Burton township, even though both 
lived in a home that was of equal market 
value. It is also noted that residents of 
both Flint and Genesee townships would 
pay less than half as much as the city 
of Flint homeowner, but nearly double 
the tax of the Burton township resi- 
dents. The county equalized valuation 
does decrease the discrepancies among 
the four townships, but still residents 
in Flint township would carry a dis- 
proportionate burden, and the city of 
Flint residents would pay nearly double 
the rate of the most highly taxed town- 





of local assessments to the valuation 
established by the Tax Commission for 
all types of property combined, and for 
each type of property separately, which 
could be utilized to correct many of the 
inequities, but have not been so used. It 
is the combined ratio of all types of 
property that is used to adjust local as- 
sessments on individual pieces of prop- 
erty, not in the sense of changing the 
assessed valuation, but by increasing the 
tax rate. Asa result of different assess- 
ment ratios for different types of prop- 
erty and an unequal distribution par- 
ticularly of industrial property, residents 
in the separate municipalities are taxed 
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unequally when the assessments used for 
tax purposes is the adjusted state assess- 
ment, even though the total paid by the 
municipality is proportionate to the 
distribution of total valuation in the 
county as established by the state.” It 
is noted that the county tax on homes 
of equal value is lowest in the townships 
containing large industrial installations 
and highest in townships which are pre- 
dominately residential in character. 
This, of course, means that the industrial 
installations are being over-taxed and, 
because of this, the residential areas in 
these townships are in a favored tax po- 
sition. 

In Table V, it can be noted that state 
equalized valuations would result in 
residents in all areas paying the same 
amount in total taxes on the same priced 
home. In contrast to the uniform 
$27.50 tax on a $11,700 home, county 
taxes on county equalized valuations 
would vary from less than $11 in 
Genesee township to $24 in the city of 
Flint. On locally assessed values, county 
taxes would range more widely—from 
$6 to $24. On the standardized state 
valuation, the increase in county taxes 
over the locally assessed values with the 
5 mill tax rate unchanged, would range 
from $3.92 in the city of Flint to $22.00 
in Burton township. The differences in 
the other townships would be between 
$15.00 and $20.00. These increases 
pertain only to county taxes, and do 
not include taxes imposed for the oper- 
ation of schools or the operation of the 
city government. 

Actually, taxes are not levied on the 
state valuation, but rather on the lower 
adjusted state valuation. It is shown in 
the last column of Table V and can 


7“ State adjusted ” is based on the average ratio of 
local assessment to state valuation on all types of 
property combined. 
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readily be compared to the other valu- 
ations. It is evident, however, that the 
residents in both Genesee and Flint 
townships are in the most favorable posi- 
tion since the county tax levied on the 
adjusted state valuation is much lower 
than in the other two townships, or in 
the city of Flint. 

The type of assessment used as the 
basis for tax revenues is important. For 
example, Burton residents when locally 
assessed would pay only about half the 
tax of Flint township residents. When 
these assessments have been equalized by 
the county, they would still pay less. 
However, the Burton tax exceeds the 
Flint township tax on adjusted state 
equalized assessments. On the other 
hand, Mt. Morris and Genesee residents 
would be taxed nearly equally if local 
assessments were used. When equalized 
by the county, Mt. Morris residential 
units are taxed only slightly more than 
comparable residential units in Genesee 
township. However, when equalized 
and adjusted at the state level, Mt. Mor- 
ris home owners must pay 30 per cent 
more than Genesee residents. Thus, the 
use of the state findings does not equal- 
ize residential property among and with- 
in municipalities. Rather, it can widen 
the differentials among equal valued 
homes in the separate municipalities, 
and further aggravates the differentials 
among types of property within the 
same municipality. 

Such are some of the consequences of 
a single community being segmented 
into many small independent units of 
local government. The need for an area 
wide uniform reassessment of property 
appears evident, as well as the need for 
more realistic equalization at the county 
level. The only alternative is for the 
state to play a more important and con- 
tinuous role in local taxation. 





NTA NOTES 


From the President 





Among the affairs of the National Tax Association, current interest is 
particularly centered on the forthcoming Fifty-First Annual Conference which 
will be held in the beautiful new Sheraton Hotel at Philadelphia on October 
27-31. The Program Committee under the Chairmanship of Mr. Lewis H. 
Kimmel and the Committee on Local Arrangements under the Chairmanship of 
Mr. Theodore K. Warner have been working hard for many months in prepar- 
ing for the Conference. Mr. Walter J. Kress, Executive Director, has assisted 
both of these committees. 

Information as to topics of formal papers and speakers is contained in the 
Preliminary Program which was mailed to the membership in August. The 
program is well diversified and contains good balance between topics of Federal 
taxation on the one hand and subjects of State and Local taxation on the other. 
Many of the most eminent tax authorities in the country are included among 
the list of speakers. 

Many of the topics that are worthy of discussion at an annual tax confer- 
ence are somewhat of a controversial nature. For this reason, the program 
committee always strives diligently in the selection of speakers to obtain a 
well-rounded and balanced discussion of the subjects selected. Frequently, 
time is provided at the conclusion of the formal papers for discussion from the 
floor. The conference is not devoted to propaganda, but rather to a full and 
objective exploration of the subjects chosen for discussion. 

One of the best features of the annual conferences is that it brings together, 
to get acquainted and to exchange views, representatives from the academic, 
business, and tax administrative groups. Such an interchange of ideas is 
beneficial to all groups. The list of speakers for the forthcoming Philadelphia 
Conference includes college professors, tax administrators, officials of taxpayers’ 
associations, members of government research staffs, and tax practitioners from 
business concerns. 

The annual conferences of the Association have long been known for the 
excellent quality of the food and entertainment. There is every reason to 
believe that the entertainment planned by the Local Arrangements Committee 
for the Philadelphia Conference will equal or exceed the usual high standard. 
The major events for both men and women are the Reception on Monday 
Evening, October 27, a Trip to Valley Forge on Wednesday Afternoon, October 
29, Dinner at Valley Forge Military Academy on Wednesday Evening, 
October 29, and the Conference Banquet and Entertainment on Thursday 
Evening, October 30. -A number of special events have been planned for the 
ladies and their time will be kept rather fully occupied. 
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Annual conferences are sponsored by the National Tax Association, but they 
are not a convention of the Association. Sessions of the conference are separate 
and distinct from the business sessions of the Association. A business session 
of the Association is held each year immediately preceding the first conference 
session, and the annual meeting of the Association is held, as required by the 
by-laws, on the day preceding the last day of the annual conference. 

Almost every year some misunderstanding has arisen at the conference with 
reference to the adoption of resolutions on questions of taxation or public 
finance. As previously mentioned, the Association is not a propagandist or- 
ganization. To safeguard this policy, the voting power in each conference 
upon any question involving an expression of the opinion of the conference on 
a question of taxation or public finance is limited. Two groups are eligible to 
vote on such questions. The first group includes members of the Association in 


attendance; and the other group includes delegates in attendance appointed by 
governors or other chief executives. In the membership group, each member 


in attendance has one vote, and each state in the delegate group has one vote. 

Unless there is substantial unanimity of each group on the subject in ques- 
tion, it cannot be considered as expressive of the opinion of the conference. 
Substantial unanimity requires a four-fifths favorable vote of each group en- 
titled to vote, provided that at least thirty-three and one-third per cent of the 
members of the Association registered at the conference, and, in the case of 
the group representing states, at least fifty percent of such states represented 
at the conference, shall have voted. Voting by proxy is not permitted. It 
should be remembered that the purpose of these rigid requirements is to pre- 
serve the true purpose of the conference, that is, to disseminate facts and in- 
formation relative to public finance and taxation, and to provide a forum for 
an open and free discussion of taxation and public finance questions. 

Although somewhat delayed this year by a combination of circumstances, 
the Proceedings of the Golden Anniversary Conference held at Columbus, Ohio, 
last October was mailed to members and other subscribers in August. Mr. 
Walter J. Kress, Executive Director, is to be congratulated on his excellent work 
in preparing this volume for publication. Like its predecessors, the Proceedings 
of the Fiftieth Annual Conference constitutes a rich mine of authoritative in- 
formation and comment on many important subjects in the field of public 
finance and taxation. 

With this issue, it is a pleasure to welcome Professor E. Cary Brown of the 
Massachusetts Institute of Technology as Acting Editor of the National Tax 
Journal. Professor Brown will edit the Journal during the coming year while 
our regular editor, Professor Lawrence E. Thompson is in Europe. We are 
indeed fortunate in securing the services of Professor Brown for this important 
assignment. I am sure that every member and friend of the Association will 
cooperate with Professor Brown to the fullest possible extent. 


H. KENNETH ALLEN, President 
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From the Executive Director 


President Allen has referred to the preparations for the Philadelphia Con- 
ference being made by Chairman Warner of the Arrangements Committee and 
Chairman Kimmel of the Program Committee. Your Executive Director has 
personally observed the foresight, the care and the completeness with which 
both of these gentlemen are supervising every detail. A wonderfully successful 
meeting is predicted. The cooperation of the Sheraton Hotel management is 
likewise notable. Room reservations will be attended to and acknowledged 
promptly. Cards were furnished every member in a letter mailed out in 
August but if anyone is lacking one of these hotel reservation cards or a 
Preliminary Program he will receive either one or both by requesting same in a 
note addressed to the National Tax Association, 905 Payne-Shoemaker Build- 
ing, Harrisburg, Pennsylvania. 


Dates and Places of Conferences 


For those making their plans, annual conferences of the National Tax 
Association are to be held as follows:— 


1958—Sheraton Hotel, Philadelphia—October 27-31, inclusive 
1959—Rice Hotel, Houston, Texas—October 25-29, inclusive 


1960—Statler Hotel, New York City—September 5-9, inclusive 


Of course, whenever possible, members should plan to be present for the 
opening reception always held the late afternoon of the first day. In this con- 
nection, it will be noted the Philadelphia Conference opens Monday, October 
27, 1958, the Houston Conference on Sunday, October 25, 1959 and the New 
York City Conference on Monday, September 5, 1960. 


While the dates of the two next conferences (Philadelphia and Houston) 
come the last week of October, the time of the New York City conference in 
1960 has been set for Labor Day week. Obviously, this is earlier than usual. 
However, the officers and executive committee members feel the earlier date will 
be an agreeable change to many who have found it impossible to attend the late 
October meetings. At the same time it will not be an inconvenience to those 
who usually attend. For instance, the academic people will be able to come in 
advance of the beginning of the school year. There will be an advantage in that 
Labor Day is a holiday and therefore a day when normal activities are suspended. 
The Statler Hotel is completely air-conditioned, so those attending will not be 
uncomfortable in case the weather happens to be warm. 
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Tax Executives Institute Conference 


Many members of National Tax Association attended the recent 13th 
Annual Conference of T.E.I. at The Greenbrier, White Sulphur Springs, West 
Virginia. Vice-President Stanley J. Bowers, Tax Commissioner of Ohio, was 
one of a number prominently identified with the National Tax Association who 
appeared on the program. 


Editor Thompson in Europe 


Word has been received that Professor Lawrence E. Thompson, the Editor 
of the National Tax Journal, is enjoying his assignment in Switzerland, where 
he and his family will be residing until the summer of 1959. He will resume 
the editorship of the Journal when he returns to the United States. In the 
meantime, as President Allen has announced, Professor E. Cary Brown of the 
Massachusetts Institute of Technology will officiate as Acting Editor. The 
current issue is the first one edited by Professor Brown. 


Mailing to Delegates to Philadelphia Conference 


As soon as the names of delegates to the Philadelphia Conference are received 
from several governors who have not yet written your Executive Director, a 
letter will be sent out to all the delegates along with a copy of the Preliminary 
Program and a Sheraton Hotel reservation card. 


Membership 


Vice-President Bowers has obtained some new members recently, including 
several corporations. There have been some additions in other classifications. 

The Golden Anniversary Proceedings volume contains a Membership Roster 
as of July 1, 1958. A perusal of this roster will show the absence of many who 
should be members. Reference to it will be most heipful in contacting 
prospects for membership in the various categories, especially in letting them 
know the names of those in the same classification who are already members of 
the National Tax Association. 


PLEASE USE THE ATTACHED CARD 


One side of the card is an Application for Membership which should be 
mailed with appropriate check to the Harrisburg office; the other side is a 
Recommendation of a Prospective Member. If this latter side is used, the card 
should be mailed to Stanley J. Bowers, Chairman, Membership Committee, 1005 
Ohio Depts. Building, Columbus, 15, Ohio. 


Wa ter J. Kress, Executive Director 
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OBJECT. The National Tax Association is a non-political, non-sectarian, and 


non-profit-making educational organization. Its object, as stated in its certificate of 
incorporation, is to educate and benefit its members and others by promoting the scien- 
tific study of taxation and public finance; by encouraging research; by collecting, pre- 
serving, and diffusing scientific information; by organizing conferences; by appointing 
committees for the investigation of special problems; by formulating and announcing, 
through the deliberately expressed opinion of its conferences, the best informed thought 
and ripest administrative experience available; and by promoting better understanding 
of the common interests of national, state, and local governments in the United States 
and elsewhere, in matters of taxation and public finance and interstate and international 
comity in taxation. 

MEMBERSHIPS. The Association welcomes to its membership, for mutual discus- 
sion and deliberation, all who may be interested in taxation and public finance generally. 
Annual dues are: memberships for students in recognized institutions of higher learning, 
$10; memberships for government agencies, schools, and persons receiving more than 
one-half of their income from employment by such agencies or schools, $10; member- 
ships for other individuals and unincorporated entities, $25; corporate memberships, 
$100; persons wishing to contribute more liberally to the support of the Association, 
$100 to $1000. 


PUBLICATIONS. The Nationa Tax Journatz is published quarterly in March, 
June, September, and December. Procrepincs of the annual conferences on taxation 
which are sponsored by the Association are published soon after the meetings. The 
JourNAL and the PRocEEDINGs are sent to members without charge. To non-members 
the price of the JouRNAL is $5.00 per year, single numbers, $1.50. The prices of the 
PROCEEDINGS vary; that of the 1957 volume is $10.50. 


Applications for membership, orders for publications, and general in- 
es should be addressed to Walter J. Kress, Executive Director, National 
‘ax Association, 905 Payne-Shoemaker Building, Harrisburg, Pennsylvania. 
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